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MONDAY, APRIL 28, 1958 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON ‘TRANSPORTATION AND COMMUNICATIONS, 
OF THE COMMITTEE ON INTERSTATE AND ForeEIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to call, in room 1334, 
New House Office Building, Hon. Oren Harris (chairman) presiding. 

The CuairMan. The subcommittee will come to order. 

Today the committee is starting hearings on another phase of the 
various bills to strengthen the transportation of our country. The 
bill today, H. R. 11527, is to amend the Interstate Commerce Act by 
adding a new part V to provide for a temporary ee of assistance 
to enable common carriers subject to such act to finance improvements 
and developments. 

As I announced on March 20 when I introduced this bill, its pur- 
pose is to offset the effects of the recession on our transportation indus- 
try and to prevent some of the major railroads from going into 
receivership. The bill is designed to encourage and assist surface 
transportation carriers to employ labor and restore their capital 
construction and equipment programs which recently have n 
shelved through necessity. Many thousands of transportation indus- 
try employees would be put back to work. 

The decline in traffic which started late last fall and has continued 
in substantial magnitude has appreciably affected the current cash 
positions of many transportation carriers. Asa result, they have had 
to suspend their authorized programs for additions and betterments to, 
or expansion of, their carrier properties and to defer purchase of 
equipment. This, naturally has had a profound effect not only upon 
their direct employment but also upon the industries supplying them. 

Indeed, the recently released figures for railroad employment show 
a drop of 23,000 in railroad employment between mid-February and 
mid-March to a low of 883,500, which is 155,000 less than a year ago 
and the lowest railroad employment since 1898. 

While this is true with respect to all types of transportation, some 
railroads, particularly in the East, are known to be in serious economic 
difficulties and it is doubtful whether some of them, according to our 
information, will be able to avoid going into receivership during this 
year. In the midst of the uncertainty surrounding predictions of the 
depth and duration of the recession, this situation is alarming for were 
one of the major railroads to go into receivership, there would be a 
terrific impact, not only upon the industry but upon the country as 
well. 

With the financial assistance provided by this bill, I am reliably in- 
formed many transportation carriers venld reinstitute already author- 
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ized capital expenditure programs, amounting to millions of dollars. 
Such action, without any further delay for the dr awing board or 
blueprint stage, would provide substantial reemployment within the 
transportation industry, and through the purchase of materials, equip- 
ment, and supplies, would afford a great stimulus to the industries 
supplying them. This stimulus is extremely important and timely 
right at this moment. 

Accordingly, I introduced H. R. 11527, providing for a Govern- 
ment guaranty up to 90 percent of the principal “and interest of 
loans where the proceeds are to be used for capital expenditure. 
This financial assistance program is to be administered by the Inter- 
state Commerce Commission and is to be available to all common 
carriers coming under the Interstate Commerce Act. Inasmuch as 
the Interstate Commerce Commission under existing law necessarily 
must approve the underlying securities, at least as to rail and motor 
carriers, it is my thought that it would be in the best position simul- 
taneously to pass upon the guaranty under the clearcut standards 
set up in the bill. It has seemed to me that the promptness with 
which any such financial assistance were rendered is a perquisite of 
the first order, for the impetus which reinstitution of these capital 
programs, the reemployment of labor, and the purchase of materials 
will give is of utmost significance at this particular point. 

As I announced on introducing the bill, it was our intention to 
hold these hearings as soon as possible after the Easter recess. 

Parentheticaliy, I might say that the Secretary of Commerce, on 
behalf of the administration, has submitted a program which went 
to the chairman of the Surface Transportation Subcommittee of 
the Senate Interstate and Foreign Commerce Committee. Included 
in that program of five recommendations, the administration is urg- 
ing temporary financial assistance which apparently is along the lines 
as indicated in the bill that I introduced to provide this temporary 
immediate financial assistance for the carriers. The committee will 
hear Mr. Weeks, the Secretary of Commerce on his program to- 
morrow afternoon. 

Our first witness today is Commissioner Howard Freas, Chairman 
of the Interstate Commerce Commission. 

First, I believe at this point the copy of the bill and the reports 
from the Department will be included in the record. 

We have a report from the Comptroller General, the Bureau of 
the Budget, the Post Office Department, the Department of Labor, 
the Department of Commerce, as I mentioned, which will appear 
tomorrow, in addition to the Interstate Commerce Commission. 

The usual reports will go in the record. 
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(H. R. 11527 and the reports referred to follow:) 


[H. R. 11527, 85th Cong., 2d sess.] 


A BILL To amend the Interstate Commerce Act by adding thereto a new part V, to provide 
for a temporary program of assistance to enable common carriers subject to such Act to 
finance improvements and developments, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Interstate Commerce Act, 
as amended, is amended by inserting immediately after part IV thereof the 
following new part: 


“PART V 
“PURPOSE 


“Sec. 501. It is the purpose of this part to provide for assistance to common 
carriers subject to this Act to aid them in acquiring or constructing facilities 
and equipment for such purposes, and in such a manner, as to encourage 
the employment of labor and to foster the preservation and development of a 
national transportation system adequate to meet the needs of the commerce 
of the United States, of the postal service, and of the national defense. 


“DEFINITIONS 


“Sec. 502. For the purposes of this part— 

“(a) The term ‘Commission’ means the Interstate Commerce Commission. 

“(b) The term ‘common carrier subject to this Act’ means any common 
carrier subject to part I, II, 111, or LV of this act. 

“(c) The term ‘additions and betterments or other capital expenditures’ means 
expenditures for the acquisition or construction of property used in transporta- 
tion service, chargeable to the road, property, or equipment investment accounts, 
in the Uniform System of Accounts prescribed by the Interstate Commerce 
Commission, applicable to the class of common carrier concerned. 

“Sec. 508. (a) In order to carry out the purpose declared in section 501, 
the Commission, upon terms and conditions prescribed by it and consistent 
with the provisions of this part, may guarantee in whole or in part any public 
or private financing institution, by commitment to purchase, agreement to share 
losses, or otherwise against loss of principal or interest on any loan, discount, 
or advance, or on any commitment in connection therewith, which may be 
made, or which may have been made, for the purpose of aiding any common 
carrier subject to this Act in the financing or refinancing of additions and 
betterments or other capital expenditures, made after January 1, 1957, or to 
reimburse the carrier for expenditures made from its own funds for such 
additions and betterments or other capital expenditures. 

“(b) No guaranty shall be made under subsection (a)— 

“(1) Extending to more than the unpaid interest and 90 per centum of 
the unpaid principal of any loan. 

“(2) Unless the Commission is of the opinion that without such guaranty, 
in the amount thereof, the carrier would be unable to obtain necessary 
funds, on reasonable terms, for the purposes for which the loan is sought. 

“(3) If the loan involved is at a rate of interest which, in the judgment 
of the Commission, is unreasonably high, or if the terms of such loan permit 
full repayment more than fifteen years after the date thereof. 


“MODIFICATIONS 


“Sec. 504. The Commission may consent to the modification of the provisions 
as to rate of interest, time or payment of interest or principal, security, if any, 
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or other terms and conditions of any guaranty which it shall have entered 
into pursuant to this part, or the renewal or extension of any such guaranty, 
whenever the Commission shall determine it to be equitable to do so. 


“PAYMENT OF GUARANTIES 


“Seo. 505. Payments required to be made by the Commission as a consequence 
of any guaranty under this part shall be made from funds which are hereby 
authorized to be appropriated to the Commission for that purpose. 


“GUARANTY FEES 


“Sec. 506. The Commission shall prescribe and collect a guaranty fee in 
connection with each loan guaranteed under this part. Such fees shall not 
exceed such amounts as the Commission estimates to be necessary to cover 
the administrative costs of carrying out the provisions of this part. Sums 
realized from such fees shall be deposited in the Treasury as miscellaneous 
receipts. 

“ASSISTANCE OF DEPARTMENTS OR OTHER AGENCIES 


“Sec. 507. (a) To permit it to make use of such expert advice and services 
as it may require in carrying out the provisions of this part, the Commission 
may use available services and facilities of departments and other agencies 
and instrumentalities of the Government, with their consent and on a re- 
imbursable basis. 

“(b) Departments, agencies, and instrumentalities of the Government shall 
exercise their powers, duties, and functions in such manner as will assist in 
carrying out the objectives of this part. 


“ADMINISTRATIVE EXPENSES 


“Sec. 508. Administrative expenses under this part shall be paid from appro- 
priations made to the Commission for administrative expenses. 


“TERMINATION OF AUTHORITY 


“Sec. 509. The authority granted by this part shall terminate at the close of 
March 31, 1959, except that its provisions shall remain in effect thereafter 
for the purposes of guaranties made by the Commission prior to that time.” 


INTERSTATE COMMERCE COMMISSION, 
Washington, D. C., April 28, 1958. 
Hon. OREN HarRIs, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


DeEAR CHAIRMAN Harris: Your letter of March 31, 1958, addressed to the 
Chairman of the Commission and requesting comments on a bill, H. R. 
11527, introduced by yourself, to amend the Interstate Commerce Act by adding 
thereto a new part V, to provide for a temporary program of assistance to 
enable common carriers subject to such act to finance improvements and de- 
velopments, and for other purposes, has been considered by the entire Com- 
mission, and I am authorized to submit the following comments in its behalf: 

H. R. 11527 provides that the Interstate Commerce Commission may guaran- 
tee in whole or in part any public or private financing institution against loss 
of principal or interest on any loan, discount, or advance, or any commitment 
in connection therewith which may be made, or may have been made, for the 
purpose of aiding any common carrier subject to the act in the financing or 
refinancing of additions and betterments, or other capital expenditures, made 
after January 1, 1957, or to reimburse the carrier for expenditures from its 
own funds for these purposes. The stated purpose of the bill is to encourage 
employment and to foster the preservation and development of an adequate 
national transportation system. 

The bill authorizes financial assistance to any common carrier subject to 
the Interstate Commerce Act, which would include railroads, pipeline com- 
panies, express companies, sleeping car companies, bus and truck lines, water 
earriers, and freight forwarders. Thus, the financial assistance afforded would 
be available on an equal basis to al) forms of transportation subject to the 
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act. This Commission consistently has supported the principle that this coun- 
try’s several forms of transportation should be treated equitably and that no 
one form should be preferred by subsidy or otherwise to the detriment of 
others, and we endorse the equality of treatment which is proposed in H. R. 
11527. 

Responsibility for administering the provisions of the bill would be vested 
in this Commission. The committee may wish to provide in the bill for 
the delegation to the Secretary of the Treasury of the responsibility for making 
any payments that may become necessary as the consequence of any guarantee 
made under the bill, and to entrust to the Attorney General the duty of pro- 
tecting the interests of the United States as a creditor in the event such 
payment should become necessary. The latter would preclude the appearance 
by this:Commission as an advocate on behalf of the United States in any 
subsequent proceeding. 

It would seem desirable that the bill set forth the maximum total amount 
of guaranteed loans that may be outstanding at any one time, and that section 
503 (a) be amended to make it clear that the Commission would be empowered 
to enter into guarantee agreements with trustees under a trust indenture or 
agreement for the benefit of the holders of any securities issued thereunder. 

Under section 503 (a) of the bill, the loans which might be guaranteed are 
those which may be made for the purpose of aiding the indicated common 
carriers in the financing or refinancing of additions and betterments or other 
capital expenditures made after January 1, 1957, or to reimburse the carrier for 
expenditures made from its own funds for such purposes. We recommend that 
this paragraph be broadened to authorize the guaranty of loans for refunding 
maturing obligations in those cases where it appears that a carrier otherwise 
would be unable to obtain the necessary funds upon reasonable terms. From 
the standpoint of the carriers, some of which because of their present low level 
of earnings would find it extremely difficult te obtain a sizable loan on reasonable 
terms, the need to meet their existing obligations is much greater and more 
urgent than any need they may have for additions and betterments; and the 
guaranty of a loan in such circumstances may avoid receivership or the institution 
of reorganization proceedings under the Bankruptcy Act. 

In conclusion, I am authorized to state that this Commission is in favor of the 
adoption of legislation in general conformity with the principles of H. R. 11527, 
but we respectfully invite your committee’s attention to the foregoing comments 
and suggestions for amendment. 

Sincerely yours, 
Howakrp Freas, Chairman. 


UNITED STATES DEPARTMENT OF JUSTICE, 
OFFICE OF THE DEPUTY ATTORNEY GENERAL, 
Washington, D. C., May 6, 1958. 
Hon. OreEN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: This is in response to your request for the views of the 
Department of Justice concerning the bill (H. R. 11527) to amend the Interstate 
Commerce Act by adding thereto a new part V, to provide for a temporary program 
of assistance to enable common carriers subject to such act to finance improve- 
ments and developments, and for other purposes. 

The bill would amend the Interstate Commerce Act by adding thereto a new 
part V whose purpose is stated to be “to provide for assistance to common carriers 
subject to this act to aid them in acquiring or constructing facilities and equip- 
ment for such purposes, and in such a manner, as to encourage the employment 
of labor and to foster the preservation and development of a national transporta- 
tion system adequate to meet the needs of the commerce of the United States, 
of the postal service, and of the national defense.” In order to carry out the 
purposes of the measure the Interstate Commerce Commission may guarantee 
any public or private financing institution, by commitment to purchase, agree- 
ment to share losses, or otherwise, against loss of principal or interest on any loan, 
discount, or advance, or on any commitment in connection therewith which may 
be made for the purpose of aiding any common carrier in the financing or re- 
financing of additions and betterments or other capital expenditures. 
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Whether the bill should be enacted involves a question of policy concerning 
which the Department of Justice prefers to make no recommendation. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 


Sincerely yours, 
LAWRENCE E. WALSH, 


Deputy Attorney General. 





EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C. June 3, 1958. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D.C. 

My Dear Mr. CHAIRMAN: This will acknowledge your request of March 31, 
1958, for the views of the Bureau of the Budget on H.-R. 11527, a bill to amend 
the Interstate Commerce Act by adding thereto a new part V, to provide for a 
temporary program of assistance to enable common carriers subject to such act 
to finance improvements and developments, and for other purposes. 

This legislation would authorize the Interstate Commerce Commission to 
guarantee loans made to any common carrier subject to the Interstate Com- 
merce Act to finance or refinance capital expenditures made after January 1, 
1957. Under the proposals made on April 22, 1958, by the Secretary of Commerce, 
with the approval of the President, temporary financial assistance in the form 
of loan guaranties would be provided for railroads only rather than for all 
common carriers. The Secretary of Commerce would administer the loan- 
guaranty program, rather than the Interstate Commerce Commission, since 
regulatory agencies should not normally be responsible for financial assistance to 
the businesses they regulate. Such loan guaranties, moreover, are recommended 
only if accompanied by certain basic changes in railroad legislation. Adequate 
funds would be authorized to assure that, in the event of default, claims can be 
promptly paid. Finally, the amount of the guaranty fees would not, as in H. R. 
11527, be limited to the administrative costs; for a self-supporting program, such 
fees should be large enough to provide a reasonable reserve for losses. 

For these and other reasons the Bureau of the Budget recommends against 
enactment of H. R. 11527 and supports legislation embodying the recommenda- 
tions of the Secretary of Commerce. 

Sincerely yours, 
Rosert EF. MERRIAM, 
Acting Director. 


CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 9, 1958. 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 


Dear Mr. CHAIRMAN: Further reference is made to your letter dated March 31, 
1958, requesting our comments on H. R. 11527. 

This bill would add a part to the Interstate Commerce Act empowering the 
Interstate Commerce Commission, under terms and conditions prescribed by it, 
to guarantee public and private financing institutions against loss of principal or 
interest on any loan, discount, advance, or related commitments made to common 
carriers subject to parts I, II, Il, or IV of the Interstate Commerce Act. Its 
object is stated as being for the purpose of aiding such carriers in acquiring 
or constructing facilities and equipment in order to encourage the employment of 
labor and to foster the preservation and development of a national transportation 
system adequate to meet the needs of the commerce of the United States, of the 
postal service, and of the national defense. 

We have no special knowledge as to the need for this legislation, which is 
primarily a matter of congressional policy. The enactment of H. R. 11527 
would not directly affect the United States in its capacity as a shipper, or the 
General Accounting Office in the performance of its assigned duties. Accord- 
ingly, we would not have any particular basis for objecting to its enactment. 

This proposed measure represents another method of stimulating a program of 
equipment replacement and other improvements designed to benefit primarily 
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the railroad industry which, it has been observed, is in need of help in one form 
or another. We have no occasion to question the need for action to preserve the 
national railraod system as a vigorous and useful one materially contributing to 
the national economy and defense, but suggest that consideration be given to the 
prospect of losses that might be incurred by the Government in the event of 
default or failure otherwise on the part of the carriers. Some information as to 
past programs of relief might be obtainable from records relating to experiences 
and results of operation under the provisions of sections 207 and 210 of the 
Transportation Act of 1920 (41 Stat. 456, 462, and 468), and section 5 of the 
Reconstruction Finance Act, 1932 (47 Stat. 6-7, 15 U. 8S. C. 604). 
Sincerely yours, 
FRANK H. WEITZEL, 
Assistant Comptroller General of the United States. 





UNITED STATES DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, May 19, 1958. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN Harris: This is in further reply to your request for the 
views of this Department on H. R. 11527, a bill to amend the Interstate Commerce 
Act by adding thereto a new part V, to provide for a temporary program of as- 
sistance to enable common carriers subject to such act to finance improvements 
and developments. 

This bill would amend the Interstate Commerce Act to authorize the Inter- 
state Commerce Commission to guarantee loans made to common carriers sub- 
ject to the Interstate Commerce Act for the purpose of financing or refinancing 
the acquisition or construction of property used in transportation services. 

On April 22, 1958, Congress was advised of the administration’s proposals for 
a $700 million guaranteed loan program for modernization of the Nation’s rail- 
roads. In addition to the proposed loan program to be administered by the De- 
partment of Commerce, Congress was also asked to enlarge the jurisdiction of the 
Interstate Commerce Commission over curtailment of services, redefine private 
motor carriers, clarify agricultural exemptions and revise Federal rate policies. 

The President has explained that the soundness of the proposal for temporary 
financial assistance depends upon the increased earnings expected to result from 
the administration’s other proposals. He has also stated that adoption of the 
former without the latter would be quite undesirable. 

In view of the many complex and interrelated problems involved, I believe 
that financial assistance for the railroad industry should be part of the compre- 
hensive program suggested by the administration. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
JAMES T. O’CONNELL, 
Under Secretary of Labor. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
OFFICE OF THE DIRECTOR, 
Washington, D. C., June 18, 1958. 
Hon. OrEN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


DEAR Mr. Harris: Reference is made to your letter of March 31, 1958, re- 
questing the comments of this agency concerning H. R. 11527, to amend the Inter- 
state Commerce Act by adding thereto a new part V, to provide for a temporary 
program of assistance to enable common carriers subject to such act to finance 
improvements and developments, and for other purposes. 

Under conditions of full mobilization each segment of the transportation 
system of the United States would be under a severe burden and it is accord- 
ingly in the interest of national defense that they have adequate equipment for 
such an emergency. Federal assistance in this regard may be extended under 
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title III of the Defense Production Act of 1950, as amended, which authorizes 
loans and loan guaranties to railroads for the expansion of their facilities and 
for increases in their supplies of rolling stock necessary to meet mobilization re- 
quirements. These authorities are limited, of course, to national defense pur- 
poses and, being unavailable for general economic aid to the railroads, would be 
of little assistance under present circumstances in achieving the objectives of 
H. R. 11527. 

However, because of the peacetime health of the railroad industry is related 
to the capability of the system of providing the necessary services in time of 
war, we would be in favor of appropriate measures designed to strengthen their 
present economic position. We are thus in accord with the objectives of H. R 
11527, but as to the specific devices proposed by the bill we would defer to the 
views of those agencies more directly concerned with the peacetime economy 
of the railroad industry. 

The Bureau of the Budget advises that it has no objection to the submission of 
this report. 

Sincerely yours, 
Gorpon Gray, Director. 

Mr. O'Hara. May I inquire, before Mr. Freas testifies, Mr. Chair- 
man, what the views of the departments are in a general way ? 

The Cuarrman. I have just advised you that there is a report from 
the Department of Commerce which, as I understand, is reporting 
and presenting a program on behalf of the administration. That has 
been my information. 

The Comptroller General’s report indicates no objection. 

The Office of Defense Mobilization will submit their position as 
soon as it can be established and the views relating to the Government 
programs along with the administration proposal. 

The Post Office Department says they will report further. 

The Department of Commerce will present their views and, of 
course, we have the Interstate Commerce Commission to present its 
position. 

Mr. Chairman, the committee again is glad to welcome you. Before 
the introduction of this bill I asked you to come to the office to which 
you kindly consented and did. I advised you of what we had in mind 
before the bill was introduced at which time you expressed your in- 
terest so that you have had several weeks now to consider this matter. 
We will be very glad to have your testimony. 


STATEMENTS OF HOWARD FREAS, CHAIRMAN, AND VERNON V. 
BAKER, DIRECTOR, BUREAU OF FINANCE, INTERSTATE COM- 
MERCE COMMISSION 


Mr. Freas. Thank you, Mr. Chairman, and members of the 
committee. 

For the record, my name is Howard Freas. I am a member of the 
Interstate Commerce Commission, and since the first of this year 
have served as its Chairman. I am testifying on behalf of the 
Commission. 

This morning we filed a letter in response to your request, Mr. 
Chairman, setting forth our views on this bill. I have no prepared 
statement but, with your permission, I would like to read that letter 
into the record as setting forth our views. 
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The letter under this date, addressed to you, reads as follows: 

Your letter of March 31, 1958, addressed to the Chairman of the 
Commission and requesting comments on a bill, H. R, 11527, intro- 
duced by yourself— 

To amend the Interstate Commerce Act by adding thereto a new part V, to 
provide for a temporary program of assistance to enable common carriers sub- 
ject to such act to finance improvements and developments, and for other 
purposes, 
has been considered by the entire Commission, and I am authorized to 
submit the following comments in its behalf: 

H. R. 11527 provides that the Interstate Commerce Commission may 
guarantee in whole or in part any public or private financing institu- 
tion against loss of principal or interest on any loan, discount, or 
advance, or any commitment in connection therewith which may be 
made, or may have been made, for the purpose of aiding any common 
carrier subject to the act in the financing or refinancing of additions 
and betterments, or other capital expenditures, made after January 1, 
1957, or to reimburse the carrier for expenditures from its own funds 
for these purposes. The stated purpose of the bill is to encourage 
employment and to foster the preservation and development of an 
adequate national transportation system. 

The bill authorizes financial assistance to any common carrier sub- 
ject to the Interstate Commerce Act, which would include railroads, 
pipeline companies, express companies, sleeping car companies, bus 
and truck lines, water carriers, and freight forwarders. Thus, the 
financial assistance afforded would be available on an equal basis to 
all forms of transportation subject to the act. This Commission con- 
sistently has supported the principle that this country’s several forms 
of transportation should be treated equitably and that no one form 
should preferred by subsidy or otherwise to the detriment of 
others, and we endorse the equality of treatment which is proposed in 
H, R. 11527. 

Responsibility for administering the provisions of the bill would 
be vested in this Commission. The committee may wish to provide 
in the bill for the delegation to the Secretary of the Treasury of the 
responsibility for making any payments that may become necessary 
as the consequence of any guaranty made under the bill, and to en- 
trust to the Attorney General the duty of protecting the interests of 
the United States as a creditor in the event such payment should be- 
come necessary. The latter would preclude the appearance by this 
Commission as an advocate on behalf of the United States in any sub- 
sequent proceeding. 

It would seem desirable that the bill set forth the maximum total 
amount of guarantied loans that may be outstanding at any one time, 
and that section 503 (a) be amended to make it clear that the Com- 
mission would be empowered to enter into guaranty agreements with 
trustees under a trust indenture or agreement for the benefit of the 
holders of any securities issued thereunder. 

Under section 503 (a) of the bill, the loans which might be guaran- 
teed are those which may be made for the purpose of aiding the indi- 
cated common carriers in the financing or refinancing of additions and 
betterments or other capital expenditures made after January 1, 1957, 
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or to reimburse the carrier for expenditures made from its own funds 
for such purposes. We recommend that this paragraph be broadened 
to authorize the guarantee of loans for refunding maturing obliga- 
tions in those cases where it appears that a carrier otherwise would 
be unable to obtain the necessary funds upon reasonable terms. From 
the standpoint of the carriers, some of which because of their present 
low level of earnings would find it extremely difficult to obtain a siz- 
able loan on reasonable terms, the need to meet their existing obliga- 
tions is much greater and more urgent than any need they may have 
for additions and betterments, and the guaranty of a loan in such 
circumstances may avoid receivership or the institution of reorgani- 
zation proceedings under the Bankruptcy Act. 

In conclusion, I am authorized to state that this Commission is in 
favor of the adoption of legislation in general conformity with the 
principles of H. R. 11527, but we respectfully invite your committee’s 
attention to the foregoing comments and suggestions for amendment. 

The letter is signed by me as Chairman. 

That concludes the statement we now have. 

We appreciate this opportunity to appear, and I shall be happy to 
try to answer any questions the committee may have. 

The Carman. Thank you very much, Mr. Chairman, for your 
very brief but concise and fine statement on this subject. 

Mr. Freas. We did not find much to criticize. 

The Cuarrman. I observed that. 

I wondered, in view of the suggestion that you made in reference 
to strengthening the bill, if you had thought through with it to the 
point of proposing amendments or changes that would provide these 
oo which you offer ? 

r. Freas. Well, no, we had not. We are making the suggestion 
more by way of calling attention to those things rather than some- 
thing that we are strongly urging. We simply wanted to bring it to 
the committee’s attention. 

The Carman. It seems to me that the suggestion with reference 
to the protection of the Government in guaranteeing such loans by 
giving certain authority to the Attorney General would be one sug- 
gestion certainly worth considering. 

Apparently the other suggestion with reference to the trust inden- 
tures, agreements, and so forth, is something that would be worth 
while to consider in view of the importance of the administration’s 
program. 

Mr. Rogers? 

Mr. Rocers. Mr. Freas, I have just one question with relation to 
the delegation to the Secretary of the Treasury of responsibility for 
making payments that may become necessary. You refer there to the 
delegation to the Secretary of the Treasury for the making of pay- 
ments to reimburse someone where the common carrier has failed 
under a guaranteed loan. 

Mr. Freas. That is right; only in cases of default. 

Mr. Rocers. And the provision in the bill you think should also be 
made to provide the Attorney General with the power to move in and 
take over whatever assets are there or to take whatever action is neces- 
sary to protect the United States in whatever sum it has to expend. 

Mr. Freas. I think it would be desirable to give that some consid- 
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eration to avoid the appearance of this Commission being an advo- 
cate on behalf of the United States in any such subsequent pro- 
ceedings. ; : 

Mr. Rocers. Mr. Freas, what do you have in mind with relation 
to the maximum amount that might be outstanding? 

Mr. Freas. Well, we have no specific amount to suggest. I am 
mindful of the fact that in the Weeks’ proposal there are limitations 
and the comment there is made mainly so that the Commission would 
have some guide as to how far to go. It is largely a matter, I think, 
of how much money the Government wants to involve in the thing, 
and without it our Commission would not know how far to go in that 
regard, 

Mr. Rogers. Do you have any amount in mind now that you think 
would be necessary under present circumstances ? 

Mr. Freas. No, I do not. I doubt that our Commission has any 
data available that would enable it to tell just what the need would 
be. 

If an amount is to be put in it might be something considered to 
be on the minimum side with a chance to supplement it later on if 
it should develop that the need is greater than anticipated. It is 
largely a matter of judgment based on the present needs of the 
carriers. 

Mr. Rogers. Thank you very much. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. O'Hara. 

Mr. O'Hara. Mr. Freas, what rate of interest would you think the 
Government would be entitled to in the event it passes this legislation, 
this authorization ? 

Mr. Freas. That again is something on which I regret that I can- 
not give you a categorical answer. 

The rate of interest would, of course, have to be such that, when 
the guaranty fee is added, the carriers will still benefit by it as com- 
pared to rates prevailing in the money market. Otherwise, there 
would be no advantage to it excepting in those cases where the car- 
riers would be unable to get a loan at any rate. 

It would depend largely upon the prevailing rates of interest as to 
these particular carriers. 

Mr. O’Hara. What I was trying to get you to say was whether you 
though the Government would be entitled to the going rate of interest 
or something less than that in the event of financing by the Govern- 
ment. 

Mr. Freas. Well, as I indicated, if it were the going rate of interest 
and then some administrative costs were added to it, I doubt that it 
would serve its purpose. 

I think it would have to be on the low side, but it would probably 
require people actually engaged in the money market to determine just 
what that amount should be. 

Mr. O'Hara. It is my understanding that when some of these finance 
jobs are done on the railroad some of these financiers do very well in 
the amount of charges which they collect which is a charge for han- 
dling the loan. 

Do you have any information as to, for example, what was the cash 
charge by whoever handled the last loan for the Chicago, Milwaukee, 
St. Paul & Pacific Railroad? é 
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Mr. Freas. I cannot state offhand. Possibly Mr. Baker can answer 
that. 

Mr. Baker is Director of our Bureau of Finance. 

Mr. Baxer. There has been no large loan recently by the Milwaukee, 
or bond issue by it. 

The Southern Pacific did have a bond issue about 3 years ago in 
which the rate was around five and a half percent. 

The most recent bond financing of railroads was by the Rock Island, 
which recently issued about $16 million of bonds upon which the 
effective interest rate was about five and a half percent. 

The Burlington, a short while before that, issued some bonds in 
which they got around four and a half percent. On equipment trusts 
the interest rates are much lower. The interest rates on those are 
running something under 4 percent for a railroad with reasonably 
good credit. 

Mr. O’Hara. When these issues are handled is there not a flat bro- 
kerage fee or underwriting fee or whatever you would call it? I know 
that in years gone by some of the railroads paid pretty heavily on 
these so-called fee charges that were made by the financiers that 
handled it. 

Do you know anything about that? 

Mr. Baxer. Under the Commission’s regulations, any sizable issue 
of securities secured is done under competitive bids. - 

The Commission requires competitive bidding if an issue of long- 
term securities amounts to more than $1 million. All of the issues I 
mentioned were based upon competitive bids. The spread on the bond 
issues—that is the difference between the cost to the underwriter and 
the public offering price—as I recall, was around 1 percent in the case 
of the Burlington and somewhat more for the Rock Island. 

I do not recall exactly now. 

Mr. O’Hara. Thank you very much. 

It would have to be kept in mind, Mr. Freas, that whatever interest 
rate would be collected that in addition to that the payment of the 
guaranties in section 505 and the guaranty fees, administrative ex- 
penses, and so forth, would have to be estimated and charged. 

Maybe I am optimistic, but I would rather guess that if this legis- 
lation becomes effective, it would be less expensive in cost to the rail- 
roads than what they now pay in floating a bond issue for private 
capital. 

I would appreciate knowing, and I think we should have some indi- 
cation in this legislation, Mr. Chairman, as to what rate of interest 
would be charged. I would assume that it would have to be uniform 
in amount. 

The Cuamrman. Will the gentleman yield? 

Mr. O’Hara. Yes. 

The Cuarrman. Under this proposed bill, the Interstate Commerce 
Commission is given the authority and responsibility of approving 
these loans. 

It would seem to me that it would be the responsibility of the Com- 
mission to make investigation with reference to this particular prob- 
Jem and set a uniform pattern for it. 

I should think that when the application for a loan would be re- 
ceived that that would be one of the all-important items that the In- 
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terstate Commerce Commission would have to consider with refer- 
ence to its consideration and approval of such loans. 

Is that true, Mr. Chairman ? 

Mr. Freas. That is the way I would view it—that is, uniform as of 
that particular time. Of course, as the money market would vary 
there would be a need for approving different rates but nevertheless 
uniform as between carriers at a given time. 

The CHatrrMaAn, That istrue. I might say to our distinguished ¢ol- 
league from Minnesota, that he, also is, as I am, a member of the 
Committee on the District of Columbia. We have been considering 
a program for a stadium for the District of Columbia over a period 
of time. The gentleman is familiar with the efforts that the House 
and Senate committee and the Congress, itself, have given to this prob- 
Jem and the approval of a bill which passed the Congress in the last 
session. Out of that has come a program that, if a guaranty is pro- 
vided, the interest rate on bonds is estimated to be 234 to 314 percent. 
If it were on a straight money-market basis, without the guaranty, 
they tell us the bond program would be at least 5 to 514 to 6 percent. 

If they have to pay that high an interest rate, the program that they 
have cannot be made a sound financial program. 

If the other program of 3 percent or thereabout is agreed to and the 
bonds obtained at that rate of interest, then it can be made a sound 
operating program. 

From that experience which I have had, I would assume that we 
would have, probably, something similar here in the money market on 
a program of that kind. 

Mr. O’Hara. I would assume, Mr. Chairman, that, if there is a 
Government guaranty behind these loans, the rate of interest would be 
considerably less than if it were a straight money-market operation. 

Mr. Freas. I would think so; yes. 

Mr. O’Hara. Of course, section 504 of the bill leaves the manage- 
ment of the rates of interest, the time of payments, and so forth, up 
to the Commission. 

One of the problems, Mr. Freas, is whether or not if you have 
had such a bad falling off of railroad income to such an extent that 
the future does not hold any better hope than the present, how are 
the railroads going to meet these obligations? Do you anticipate 
that that falling off of income is a temporary one and not one that we 
anticipate in the future? 

Mr. Freas. I am quite hopeful that it is temporary, and a bill of this 
nature should shorten that temporary period. 

Mr. O’Hara. Do you feel that something in the nature of a shot 
in the arm is needed by the railroad industry ? 

Mr. Freas. I think so. 

Mr. O’Hara. What about some of the other forms of transporta- 
tion ¢ 

Mr. Freas. I doubt that the other forms, taken collectively, at the 
present time need it as badly as the railroads do, but under this bill, 
if the conditions were the same, there is provision for giving them the 
same relief. Of course, they would have to establish those facts. 

Mr. O’Hara. Personally, my own view of it, Mr. Freas, is that our 
whole transportation situation is in rather serious trouble. That 
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includes the surface and the air transportation system. We have to 
form a policy. 

Mr. Sac I think this bill would make provision for that. I 
might add, if I may, with respect to the uniformity in the rate, that, 
as long as the Government is to guarantee the loans, the money could 
be obtained by one carrier, a really weak carrier, on about the same 
terms as by a stronger carrier which is, nevertheless, in need of this 
relief. 

But, if it should develop that at the rate that had been set the money 
just was not forthcoming, I take it that there is nothing in the bill— 
and that there is no intention—to absolutely preclude the Commission 
from taking that into consideration. Assuming that the money would 
be available at uniform terms, it certainly seems that it should be 
provided at a uniform rate during any given period. 

The Cuairman. Just so long as it is reasonable, as the bill requires. 

Mr. Freas. That is right. 

The Cuarrman. Mr. Younger. 

Mr. Younger. Mr. Freas, in your statement you say: 

We recommend that this paragraph be broadened to authorize the guaranty 
of loans for refunding maturing obligations. 

Just what do you mean by that? 

Mr. Freas. Well, where a carrier has a substantial amount of out- 
standing issues coming due and has no way of meeting it, it would 
seem as though the financial welfare of that carrier would require 
just as much assistance in raising funds to meet the maturing obti 
tions as it would in connection with any other financial needs. 

Mr. Youncer. On that basis, you might have a maturing obliga- 
tion which is an underlying obligation toa large group of other obli- 
gations. If you then guar: anteed that maturing obligation, which 
is a secondary obligation to a lot of prior obligations, you might find 
yourself guaranteeing everything that the -ailroad has outstanding. 

Mr. Fre As. Well, I think that the Commission should make a very 

-areful investigation before guaranteeing any loan, and should take 
particular care to see that it is not, in that way, duplicating its relief. 

Mr. Youncer. Do you not think that it should probably be covered 
in the law that, if you are going to permit the guaranty of refunding 
obligations, you are not yuaranteeing obligations which are prior to 
that and outstanding and not matured ? 

Mr. Freas. I think the Commission would be on the alert against 
that, but it certainly would not do any harm if it were in the law. 

I would like to ask Director Baker whether he has any observation 
to make on that. 

Mr. Baxer, I think the observation of the Commission regarding 
maturing obligation is designed to meet a situation, for ex: imple, 
where a lar ge issue of bonds is coming due immediately. Ordinarily, 
the mortgages provide for the issuance of a new series of bonds, that 
would be secured by the same property, for the purpose of paying off 
maturing bonds. Ina situation like that, the Commission could guar- 
antee the new issue of bonds, and that new issue would be secured by 
the properties of the railroad. It would not be necessary that the 
Commission also guarantee any other obligation that would be out- 
standing. 
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Mr. Youncer. You might have bonds out as a first mortgage or 
other prior obligations and secondary obligations, which frequently 
happens in railroad financing; is that not true? 

Mr. Baxer. You could have a first and second mortgage, but the 
Commission, of course, could limit its guaranty to any particular issue 
of bonds. 

Mr. Youncer. I think that is true, also, of the number of railroads 
that have been reorganized where stockholders have taken secondary- 
bond obligations in lieu of stock or various reorganization financing 
of that. type. 

To me, it would not seem right to have an open-end permission for 
the Commission to go ahead and guarantee anything that they wanted 
to guarantee. I think the law, itself, ought to specify that we are not 
guaranteeing prior obligations. 

Of course, the bill, if it serves its purpose, is to stimulate employ- 
ment and the purchase of new equipment. That is the purpose of it 
now. The guaranteeing and putting under the guaranty of the Gov- 
ernment a lot of obligations that may be 10, 20, or 30 years old, cer- 
tainly, would not serve that purpose. 

I have another question here, Mr. Freas. Under the bill, under 
section 506 : 

The Commission shall prescribe and collect a guaranty fee in connection with 
each loan guaranteed under this part. Such fees shall not exceed such amounts 
as the Commission estimates to be necessary to cover the administrative costs 
of carrying out the provisions of this part. 

Now, under section 508 : 

Administrative expenses under this part shall be paid from appro- 
priations made to the Commission for administrative expenses. 

What is the intent there? Is it that the administrative expenses 
shall be paid out of the appropriations to the Commission, or are you 
planning on setting a guaranty fee which will cover the administration 
expenses as well as a reasonable amount to guarantee against losses? 

Mr. Freas. Only the administrative expenses under section 506. 
That would depend upon study and, probably, would have to be varied 
with experience as to how much that should be. 

Under section 506, those fees would be deposited in the Treasury as 
miscellaneous receipts. The Commission would not get them. 

Under section 508, the administrative expenses would have to be paid 
from the appropriations of the Commission. Since we would not get 
the fees, on the one hand, we would not have the money, on the other 
hand, with which to pay them. When the amount is approximately 
letermined, we would have to ask for a supplemental appropriation 
for that purpose. 

Mr. Youncer. That would be true at the initial setting up of what- 
ever department you set up for the guaranty. 

Nevertheless is it the intention of the Commission to set the guaranty 
fee at a figure that would return to the Government any advance 
administrative fees as well as current fees, current expenses after it 
gets going ? 

Mr. Freas. You are speaking only of administrative expenses? 

Mr. Younger. That is right. 

Mr. Freas. Yes. 
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Mr. Youncer. As I recall that is the way the FHA was originally 
set up and they have returned all of that money to the Government 
which was advanced for administrative purposes when FHA was 
originally inaugurated. 

Mr. Freas. That would be my understanding. 

Mr. Youncer. Do you have any plans as to how you are going to set 
up your organization for the purpose of issuing the guaranties / 

Mr. Freas. No, we do not at this time. 

Mr. Youncer. Would it be of any advantage to have one of the 
guaranteeing corporations that now guarantees issue the guaranty, 
such as the FDIC, the Federal Savings and Loan Insurance Corpora- 
tion, the FHA, or any of the organizations that have had a lot of 
experience in guaranteeing ? 

Mr. Freas. I think it would complicate it substantially and make 
it more cumbersome to handle and also no doubt increase the cost of 
administering it. It seems to me that it would be much better to have 
that responsibility vested in one agency. 

Mr. Youncer. That is all, Mr. Chairman. 

The Cuarrman. Mr. Wolverton. 

Mr. Wotverton. I have no questions. 

The Cuarrman. Mr. Commissioner, are you familiar with the pro- 
posal of the Secretary of Commerce ¢ 

Mr. Freas. In a general way ; yes, sir. 

The Cuarrman. Is it your understanding that that is the adminis- 
tration’s proposal ? 

Mr. Freas. Yes; Iso understand it. 

The Cuarrman. Would you agree that the other recommendations 
in that proposal were necessary in order to make this one effective? 

Mr. Freas. Not allof them. 

The Cuarrman. What would be your comment with reference to 
the temporary or short-range program of financing along with the 
long-range program necessary to give stabilization ¢ 

Mr. Freas. I would think that the maximum maturity period of 
5 years, as I recall it, in the Secretary’s bill would be too short. 

“The Cramman. I did not know it had a bill. 

Mr. Freas. I am sorry, I mean his statement—his proposal. 

The Cuarrman. Do you think it is necessary for the Commission 
to have enlarged jurisdiction over the curtailment of services? 

Mr. Freas. Yes; I do. I think that is one of the reasons why the 
carriers find themselves in the situation they now do; that is, the 
inability to discontinue services which simply cannot be operated 
without a substantial loss. 

The Cuarrman. I believe the bill has been considered by the Senate 
on that subject. 

Mr. Freas. Yes; I believe so—that is, the proposal has been con- 
sidered. I know of no specific bill now pending on it. 

The Cuatrman. Did the Commission recommend the adoption of 
that proposal ? 

Mr. Freas. Wedid. We recommended that in our testimony before 
the Senate Surface Transportation Subcommittee. 

The CuatrmMan. You have a bill on the redefinition of “private 
motor carrier,” 5825. The Commission recommended this bill, I 
believe. 

Mr. Freas. That is right. 
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The Cuairman. That is one of those that the Department says is 
necessary in connection with the package bill. On clarification of the 
agricultural exemption provision you have already testified on your 
recommendation. 

Mr. Freas. That is right. 

The Cuairman. Then there is a fourth one, what they refer to as 
“revised Federal ratemaking policy.” 

Have you had occasion to consider that proposal ? 

Mr. Freas. We have. That is one that we do not favor. It is one 
of the proposals I had in mind when I answered your question a 
minute ago that I did not think it was necessary that all of the Sec- 
retary’s recommendations be adopted. 

The Cuarrman. You do not think that the ratemaking policies that 
are presently in existence should be changed at all then, I assume. 

Mr. Freas. No; I see no need for change. I testified rather exten- 
sively before the Surface Transportation Subcommittee, and I tried 
to point out there that in a number of the things the carriers feel 
should be changed—ratewise—their conclusions are either based on 
decisions that were issued in times past when conditions were differ- 
ent—or on the failure of the Commission to approve rates which they 
feel were compensatory and otherwise justified but where they failed 
on their part to give the Commission the necessary information, 
particularly as to costs, which would disclose which was the rate- 
making form of transportation. With that additional information— 
and I might say parenthetically that we are getting quite a bit more 
now than we did even a few years ago—the situation will change. To 
go as far as the Secretary has recommended would seriously handicap 
the Commission in administering the act and carrying out what we 
believe to be the intention of the Congress. 

The Cuarrman. Do you agree with the contention that the same 
policy and procedures in ratemaking matters are in effect now that 
were in effect 25 or 30 years ago? 

Mr. Freas. No: I do not. I think the Commission has been alert 
to the changing situations and has, within the discretion that is given 
it in the declaration of policy, the rule of ratemaking, and elsewhere 
in the act, has adapted its ratemaking to the changing conditions. 

The Cratrman. In other words, the Commission has pursued a 
procedure of utilizing or using the transportation policy of 1940 of 
changing what is necessary with reference to its own action to meet 
the changing conditions and circumstances ? 

Mr. Freas. That is right. 

The Cuarrman. In other words, the Commission is following then 
the policy of legislating as it sees that it should legislate on policies. 

Mr. Freas. All within the framework. 

The CuarrMan. All within a general broad authority given in what 
is referred to as the transportation policy of 1940? 

Mr. Freas. That is right. 

The Cuarrman. Do you think that is the Commission’s function 
to legislate policies itself because of changing conditions, and so forth ? 

Mr. Freas. I do not mean to say that the Commission legislates 
broad general policy. That is, of course, the function of the Congress. 
However, it is impracticable for the Congress to try to set down all 
the specific detail in the law. The Congress has, therefore, set out a 
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definite policy, but in broad terms such as that the rates shall be just 
and reasonable and has left that to the discretion of the Commission. 

I think that was a wise way of doing it and one that is now proving 
beneficial. 

The CuHarrman. Beneficial to whom ? 

Mr. F reas. Beneficial to the country at large in providing, in fos- 
tering and maintaining an adequate transportation system. 

The Cuarrman. Do you think it is beneficial to see our transporta- 
tion system be whittled away, threatened with deterioration as every 
one seems to admit, with business itself being taken away from the 
common carrier system and going to other for ms, and with the em- 
ployment of the common carrier system being reduced as it has been 
shown here in the last year by 155,000 employees ! Do you think that 
those things that we are faced with today are good for the country 
where you come today and recommend that the Government tr y to do 
something about it by taking the unusual measure of making available 
millions upon millions of “dollars to relieve the present distressed 
situation ? 

Mr. Freas. I definitely do not. 

I would like to add to my statement this observation: The condition 
which you have just described is not due in my opinion, to the rule 
of ratemaking or the national transportation policy or the Commis- 
sion’s administration of those »rovisions, but is due to some of the 
other things which you, Mr. Chaiinen: I have just enumerated ;—for 
example, the large amount of cman that the common carriers are not 
getting by reason of the agricultural commodity exemption being 
broadened by the courts far beyond what we believe the Congress 
intended it to be, by reason of a lot of traffic moving in pseudo private 

carriage under a so-called buy-and-sell device, by reason of the fact 
that the carriers have to transport passengers at a substantial loss in 
many cases because of their inability to get authority to discontinue 
the services, and by reason of the passenger deficit generally, and 
several other things, including the private automobile, but not by rea- 
son of the Commission's application of the ratemaking provisions. 

The Cuarrman. Well, I wish I could agree with you, “Mr. Chairman, 
on your thinking on this thing, but I have a feeling that the Commis- 
sion has been derelict in its own action. 

T have a feeling that the Congress has been derelict. 

I have a feeling that the transportation common carriers themselves 
have been derelict. 

I have a feeling that the public generally has. I think it is a 
combination of circumstances that we have all just permitted to go 
along and take its own course, thinking that it could straighten itself 
out. 

I think that we have all pursued that course for too long a period 
of time. We began starting on this thing about 3 or 4 years ago and 
I have not seen any change in it since, As a matter of fact, it seems 
to me that it is getting worse all the time. 

Now, there is something wrong somewhere. 

There is a column in one of the papers this morning about why the 
common carrier system has been deteriorating because of the policy 
followed in Government treating each one in its own separate category 
trying to do something that it could not itself do in view of what is 
being done for others. 
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Mr. Freas. I think it is necessary that I emphasize the statement 
that I made before the Surface Transportation Subcommittee. 

It is the purpose of the Commission to encourage the movement of 
traffic via the lowest cost form of transportation. It is only in that 
way that our transportation system is maintained, as I see it, in a 
healthy condition, and that the public gets the advantages of the 
economies that flow from it. 

Under the act, the carriers are responsible for showing what their 
cost of transport: ition is and in many cases they are the only ones that 
are in the position to furnish all that information. 

As I said a minute ago, there may be many cases where a given form 
of transportation has not been permitted to put into effect a rate that 
it wanted to although the rate may nevertheless have been justified. 

These are cases where it did not furnish the necessary information 
to the Commission, but simply said that, “We want to reduce this rate 
to meet competition” without putting anything in the record to show 
whether or not it was a low cost form of transportation. It may 
simply have been trying to take the traffic away from the low cost 
form. In those proceedings the Commission has found that the rate 
has not been justified. 

With this emphasis that is being put on it, and as I say with the 
voluntary action of the carriers, particularly the rail carriers, con- 
sidering cost data much more important, I am quite hopeful that a 
lot of those situations will be corrected. 

The Cuarrman. I share the hope that you have expressed, but I 
think as long as we keep pursuing the policy of letting the matter take 
care of itself, so to speak, we are going to see the entire situation con- 
tinue to deteriorate. 

I know these are controversial matters. I know we get into sensitive 
fields with it, but apparently something has gone wrong. There is 
no question about it. We have seen that over a period of years, and 
I think as long as we try to take the position that everything 1s all right 
so far as our own situation is concerned, that something else is the 
-ause of the trouble, we are not going to do much about stabilizing it. 

The other thing that I had in mind when I asked you about it is a 
matter which we are very deeply involved in right now. That is 
the delegation of authority, whether it is arbitrary or not, to the 
independent regulatory agencies of changing the rules at their own 
whim, so to speak, to meet ‘what they think is a change in conditions. 

There is question in my mind whether the Congress ever had any 
such intention, even with the broad general policy ‘of the Transporta- 
tion Act of 1940. 

With respect to this matter that when you cannot find anything 
else in the Interstate Commerce Act to make a decision on, you go 
back and say it is because of the transportation policy that we are 
authorized to do this, and we are going to change the rules to meet 
this particular situation whether or not it is a broad general policy 
concerned, 

I question whether the Congress intended that to ever happen. 
That is part of our study on the “legislative oversight” program to 
which we are going to devote a great deal of attention. 

T would like very much if you could supply this committee with the 
information as to what percentage of the traffic that ought to be 
common-carrier traffic is going to these exempt carriers. Is that pos- 
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sible to get? You say that is one of the principal problems here and 
one of the things that has caused the difficulty with the common carrier 
system 

Mr. Freas. One of a number. 

The Cuarrman. Is the exemption which has gone far beyond what 
Congress intended. 

What percentage of that traffic is going from common carrier to 
the exempt carrier / 

Mr. Freas. We shall undertake to make an estimate. It would have 
to be, as I see it now, based upon figures possibly obtainable through 
the Bureau of Public Roads as to the overall highway transportation, 
and then deduct the regulated transportation from that and then try 
to apportion the balance or the residue to wherever it would seem 
to belong. 

We could not get the precise figures because there is no record kept 
of exempt transportation as such by anybody so far as I know. 

The Cuarrman. I appreciate that. The Department of Agricul- 
ture might be helpful on it. 

If this committee could get that information it certainly would be 
helpful and perhaps a revelation. 

I would just like to know if this very acute problem that has been 
brought to us allegedly is met and straightened up. I just wonder 
in my own mind how much it is going to help or strengthen the com- 
mon-carrier system. I have a feeling it is going to be a whole lot 
smaller than it has been made to look. I know it is pretty big as it is, 
but the overall total percentage, I have a feeling, is going to be pretty 
small. 

Mr. Freas. We shall undertake to get some meaningful figures. 

I probably should have added also when I mentioned exempt trans- 
portation, and buy and sell, and railroad abandonments and so forth 
that if the disability under the failure to charge so-called user charges 
and if featherbedding are as important as the rail carriers think they 
are, these are additional reasons why the carriers are in this situation. 

There again we have no data as to just how far-reaching those things 
are. There are a number of factors and it was those things that I had 
in mind as being responsible, in my opinion, for the situation the 
common carrier system is in today rather than the rate provisions re- 
ferred to by the Secretary of Commerce. While each of these factors 
have adverse effects in varying degree, it is their collective impact 
which is most important. 

The Cuatrman. Yes; we had that contention made in the power 
brake bill, and you did not think much of the contention and neither 
did we. It is one of the problems just like the overall problem, and 
the difficulty that all of us have is trying to wade through all of these 
contentions as to what the problem is, to get down to the crux of it 
and find out what is absolutely necessary and what should be done. 

Mr. Freas. That is right. 

The CHarrman. Wading through a maze of contentions and infor- 
mation as I did last night in trying to read through a long statement 
prepared by someone on this problem, and with the maze of figures 
and charts and so forth makes it pretty difficult on some of us who 
are not experts in this field to find out what the facts are. 
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Another thing I would like to know, if we could get it, is to what 
extent is our common-carrier system being whittled away by expanded 
pseudo-private carrier operations. 

Mr. Freas. There again the difficulty of determining it either in 
tonnage or in percentage is the same as it is in connection with exempt 
transportation. There just is no record of it unless it is approached 
by a roundabout method such as I have tried to outline. 

The Cuatrman. That is another one of these recommendations and 
we have a bill, H. R. 5825, which is being considered in connection with 
this overall program. We hope that you might be able to give the 
views of the Commission this morning on it because we have it set for 
further hearings tomorrow, and we would like to expedite the hearings 
on all these proposals as much as possible. 

Are you in a position so you can give the committee the benefit of 
any information as to the position of the Commission at this time? 

Mr. Freas. I think I can, Mr. Chairman. I do not have the usual 
copies of the statement. If I might furnish that tomorrow, I shall be 
glad to proceed with the testimony. 

The CuHarrMan. We will be very glad to have you do so. 

Mr. Rogers. May I ask one question about this other bill? 

The CHatrMan. Yes. 

Mr. Rocers. Mr. Freas, in regard to this other bill, do I understand 
that you feel that the interest rates should be left open to be fixed by 
the Commission insofar as these guaranties are concerned ? 

Mr. Freas. It seems to me that it is almost necessary to do so be- 
cause until some bids are made, or until we know what the people 
doing the financing are going to require, it is almost impossible to 
arrive at any figure. 

Mr. Rocers. My thinking was that perhaps a ceiling should be put 
in the bill because the people that are going to do the financing are 
going to push it up just as high as they can. 

My observation has been that in all these guaranty programs, no 
matter what you fix the interest rate at, there is continuing pressure 
to push up that interest rate, and in the end result you have a high 
interest rate and the Government guaranty, and I think that one ought 
to replace the other partially, and I think that is one reason that we 
have need for this bill because the railroads cannot at the present 
time obtain their money needs at the rate of interest that they have 
to pay. 

I i. Freas. My offhand reaction to that suggestion would be in the 
negative for this reason . . . if the rate fixed in the bill were not high 
enough the bill simply would not accomplish anything, and if it were a 
little bit higher than necessary it might serve as a mark for the finan- 
cial houses to shoot at and say, “Well, the Congress has indicated that 
so much would be permitted,” and it might tend to have them hold 
out for the highest figure. 

Mr. Roerrs. Of course, if we followed that thinking we may as well 
just succumb to the proposition that in the final analysis all of the 
finances are going to be ultimately underwritten by the taxpayers, 
whether it is in housing, railroads, or whatever. 

Mr. Freas. I would see no objection at all to putting in a maximum 
excepting the one that I have indicated. I know in the case of fixing 
a maximum rate there is always a tendency by the interested parties to 
try to hold to the maximum. 
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Mr. Rogers. Thank you, very much. 

The Cuarrman. What would you think about leaving the authority 
to the Secretary of the Treasury to approve the rate of interest ¢ 

Mr. Freas. I see no objection to that. I think from our own data 
in our financial department we would be pretty close to the picture. 
We would know what the prevailing rates were before the guaranty. 
We would also be in touch with the money market generally. But, 
in any event, that would be a further chee k. 

A while ago when I was enumerating these various things that I 
say have brought the carriers to this situation I ov erlooked a very 
important one, “and that is the 3-percent excise tax, 

The Cuarrman. And 10 percent on passenger. 

Mr. Freas. Three percent on property and 10 percent on passen- 
gers ; that is right. 

(The following material was later received from Mr. Freas:) 

May 13, 1958. ° 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

DEAR CHAIRMAN Harris: This has reference to my testimony before the 
Transportation and Communications Subcommittee on April 28, 1958, on H. R. 
11527, relating to Government guaranty of loans. 

During the course of this hearing it appeared from the questions asked that 
the subcommittee is very much interested in obtaining expressions of views not 
only on that particular bill, but on the transportation situation as a whole. 
In this connection, and in order to be helpful to the subcommittee, I am sub- 
mitting herewith for inclusion in the record on H. R. 11527, a copy of my pre- 
pared statement made before the Surface Transportation Subcommittee of the 
Senute Committee on Interstate and Foreign Commerce on March 28, 1958, at 
its hearings on the railroad situation. I am sending under separate cover 20 
additional copies of the statement for the use of the members of the 
subcommittee. 

In the event that you or other members of the subcommittee should have 
questions concerning the comments contained in this supplementary material, I 
shall be glad to try to answer them. 

Respectfully submitted. 

Howarp Freas, Chairman. 


STATEMENT OF HOWARD FREAS, CHAIRMAN OF THE INTERSTATE COMMERCE COM- 
MISSION, BEFORE THE SURFACE TRANSPORTATION SUBCOMMITTEE OF THE SEN- 
ATE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE ON THE RAILROAD 
SrruaTIon, Marcu 28, 1958 


Mr. Chairman, and members of the Surface Transportation Subcommittee, 
my name is Howard Freas. I have been a member of the Interstate Com- 
merce Commission for the past 4% years. Since the first of this year I have 
served as its Chairman. It is on behalf of the Interstate Commerce Commis- 
sion that I submit this statement. 

I am generally familiar with the testimony which the rail representatives 
presented during the week of January 13, as well as with that of subsequent 
witnesses. Undoubtedly, the overall rail situation is critical. The country’s 
dependence upon this important segment of our transportation system makes 
the plight of these carriers something that cannot safely be ignored. In many 
respects we either agree or at least are not in substantial disagreement with 
the views the rail lines have advanced. I shall undertake to identify the areas 
of our agreement and disagreement with the views expressed by previous wit- 
nesses, and make such further comment as may be necessary to an understand- 
ing of our position and the reasons therefor. 


TRANSPORTATION EXCISE TAXES 


Let me mention first the transportation excise taxes. We are wholeheartedly 
in agreement with the contention that these taxes should be repealed. Mem- 
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bers of the Senate Interstate and Foreign Commerce Committee and of this 
subcommittee are to be congratulated on their recognition of the problems in- 
volved and on their prompt and vigorous action to effect a solution. 

Without duplicating the arguments heretofore made by the rail witnesses, all 
of which we consider valid, let me point out that this is a proposal advocated 
not only by the rail lines, but by all forms of for-hire transportation, and I 
think I can safely say also by the great majority of shippers. Since 1948, 
we have, in our annual reports, been calling the attention of the Congress 
to the discriminatory effect of these taxes and urging their repeal. Undeniably 
they have had a most serious adverse effect upon this country’s public trans- 
portation system without which guns and bombs may prove to be of little 
avail. A suggestion that this adverse effect be ameliorated by extending the 
tax to private transportation seems to be wholly impracticable. 

On March 7, 1958, we filed with the House Ways and Means Committee 
a more detailed statement setting forth our views with respect to these taxes 
and urging their repeal. A copy thereof is appended hereto (appendix I). The 
matter has also been called to the personal attention of the Secretary of 
the Treasury. 

EXEMPTIONS 


I turn next to the matter of exemptions from regulation of a large and ever 
growing share of the country’s traffic. Precise figures are not available, but it is 
estimated that the sweep of regulation embraces only 11 percent of the passenger 
miles and about 68 percent of the ton-miles of transportation service. Of that 
which is regulated, the rail lines’ share is steadily declining. In 1956, it amounted 
to about 36 percent in the passenger field and 71 percent in the movement of prop- 
erty. Revenuewise we have somewhat later figures. In the 12 months ending 
June 30, 1957, the rails’ share of the total revenue resulting from the transporta- 
tion of property by regulated carriers was 56.8 percent. This may be contrasted 
with their share of 73.6 percent 10 years earlier. 

By reason of the large amount of fixed and specialized capital required for the 
operation of a railroad, insufficient traffic or great fluctuations in traffic often 
produce serious consequences, The rail lines’ relative position trafficwise has 
been deteriorating for quite some time. A sudden drop in absolute tonnage is 
making a bad situation worse. There may be many reasons for this traffic de- 
ficiency, but certainly important among them are the adverse effect of the 
excise tax just discussed, the large and growing number of exempt agricultural 
commodities, and the exemption of most bulk commodity shipments from water 
carrier regulation. 

Like the railroads and others who have testified, we are of the view that agricul- 
tural exemptions have been extended by judicial decision greatly beyond what 
the Congress intended. The Commission has for some time realized that this 
progressive broadening of the list of exempt commodities would eventually have 
a ruinous effect on the entire structure of regulated carriage. The situation 
has reached such proportions that several groups of exempt carriers are now 
pleading for regulation. They have on this record detailed their plight and 
stressed the urgency of this problem. 

Apparently the principal purpose in enacting these agricultural exemptions 
was to benefit the producers of the commodities involved, primarily the farmers. 
However, as a result of a series of court decisions which began with J. C. C. v. 
Love, in 1948, and ran through Frozen Food Express v. United States, in 1957, the 
list is now greatly enlarged. Not only that, but these very exemptions are being 
used by commercial interests for their own advantage without any provable bene- 
fit to the farmer or producer, whose price is usually determined when a sale is 
made to a broker or dealer. Several haulers of exempt commodities have testified 
before this committee that by far the greater percentage of their services are 
performed for the processor rather than for the farmer or producer. 

We do not believe that the apparent congressional purpose should be abandoned 
in favor of the “continuing substantial identity” test adopted by the Supreme 
Court. If this test is applied literally and broadly, it could lead to the exemption 
of a considerable number of additional commodities which are generally processed 
at large industrial plants and not by farmers. 

The movement by commercial carriers of such commodities as fresh and frozen 
dressed poultry and frozen fruits and vegetables is substantial. To the extent 
that such transportation is held to be exempt from economic regulation, there 
will be a continuing erosion of traffic handled by regulated carriers. Such car- 
riers cannot survive on a shrinking volume of traffic without adversely affecting 
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the Nation’s economy either through substantial increases in rates on the remain- 
ing traffic, or through deterioration of service, or both. 

We are firmly of the view that curative measures are of the utmost importance, 
and that they are needed now. Not only would rail carriers benefit from remedial 
legislation of the nature indicated; all regulated carriage—and shippers, too— 
would be aided by appropriate amendment to section 203 (b) (6) of the Inter- 
state Commerce Act. The trouble is deep, but the issue is clear. At a time when 
consideration is being given to methods of improving our Nation’s economic con- 
dition, we believe that legislation in this area is particularly appropriate. 

The Commission has submitted suggested draft bills, (S. 1689 and H. R. 5823), 
designed to restore these exemptions to their original purpose. These bills have 
been introduced by the chairmen of the Interstate and Foreign Commerce Com- 
mittees of both Houses. They would limit the exemption with respect to fish, 
ordinary livestock, live poultry, and agricultural commodities to the movement 
from the point of production to a point where the producer or grower first loses 
actual possession and complete control of the commodity. Another bill, S. 2553, 
introduced by Chairman Smathers, has substantially the same ultimate objective. 
That bill would amend the act by naming specific commodities which would be 
exempt, and by excluding from the exemption commodities which have been 
subjected to certain types of processing or manufacture. It would thus have the 
desirable effect of rolling back the exemptions with respect to many commodities 
and thereby again subject to economic regulation a large volume of traffic which 
the courts have held to be exempt under the present provisions of the statute. 
S. 1689 and H. R. 5823 take an exempt-movement approach, while S. 2553 takes 
an exempt-commodity approach. Under each, motor carriers transporting the 
products of processors and manufacturers who use agricultural commodities 
as raw materials would be subject to economic regulation. 

We are inclined to favor enactment of S. 1689 or H. R. 5823 because we believe 
that certain problems which would arise under S. 2553 could be avoided. Under 
S. 2553 it would be difficult, for example, to foresee all the various commodities 
which should or should not be included within the exemption. Similarly, by 
reason of the listing of specific methods of processing or manufacture, which 
would be determinative of whether a particular commodity is exempt or non- 
exempt, it would be difficult to cope with possible attempts to evade regulation 
by using a different name to describe the method, or by making some slight change 
therein. However, if S. 1689 or H. R. 5823 do not receive favorable consideration, 
we believe that enactment of S. 2553 would be a step in the right direction. 

As in the case of the excise tax, the desire to confine this ever growing 
list of agricultural exemptions is not limited to the railroads but is shared by 
other forms of public transportation. 

The so-called bulk-commodity exemptions are found in the field of water car- 
riage, and some though not all water carriers join with other forms of transporta- 
tion in advocating their repeal. Although we did not make a specific recommenda- 
tion or submit a draft bill with respect to bulk exemptions, we have supported 
legislation providing for the elimination of those exemptions, and are still of the 
view that this should be done. 

ILLEGAL CARRIAGE 


Another cause of the dwindling traffic both relatively and absolutely is the fact 
that much for-hire transportation is taking place under the guise of private 
earriage. We believe every effort should be made to prevent this growing prac- 
tice, and have recommended legislation for this purpose. 

The subterfuge usually employed, which in common parlance is known as the 
“buy-and-sell” method, is a practice which threatens rate structures and fosters 
discrimination between shippers, all to the detriment of sound public transporta- 
tion. The type of operation to which we refer is not in furtherance of a primary 
or bona fide business enterprise other than transportation. As a matter of fact, 
the real business of such persons engaged in this type of “buy-and-sell” activity 
is transportation. This practice does not, in our opinion, constitute private car- 
riage as defined in the Lenoir Chair case (Brooks Transportation Co. v. United 
States, 340 U. 8. 925). This was the landmark case in which the Supreme Court 
upheld the Commission’s application of the “primary business’ test—that is, 
whether the primary business of the transporter with respect to the property 
carried is transportation or some other business activity to which transporation 
is merely incidental. 

On the surface, such operations appear valid enough. Usually bills of sale, 
invoices, and the like are actually issued so as to make it appear that the commodi- 
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ties involved are those of the transporter. Frequently they have been sold to 
the consignee before the transportation takes place. Under this type of veil, there 
exists a condition which is difficult to distinguish from bona fide private carrier 
transportation. It provides a unique method of avoiding the necessity of obtain- 
ing a certificate or permit and of circumventing rate regulation, and allows an 
unlawful operation to continue without payment of the transportation tax, all 
to the competitive disndvantage of lawful public transportation. 

Manufacturers and mercantile establishments are increasing their activity 
along somewhat similar lines. Such businesses use their own trucks to deliver 
articles which they have sold or manufactured. Then, by purchasing merchandise 
at or near their point of delivery and transporting it to a point near their own 
establishment for sale to others, these businesses receive compensation for what 
would otherwise be empty return trips. In some instances, the purchase and 
sale is a bona fide merchandising venture. In other instances, however, pre- 
arranged plans are set up to allow the real consignee to get transportation at a 
reduced cost. 

here, again, as in the case of the transportation tax and the agricultural 
commodity exemption, the effect is to deprive both rail and other authorized 
earriers of traffic which they should be handling. 

While some courts have found buy-and-sell operations illegal, the decisions 
have nct been uniform. Consequently, the Commission has found it difficult 
to cope with the problem. 

During the course of the hearings held by this subcommittee last session, 
testimony was presented on S. 1677, introduced at the Commission’s request to 
redefine private carriage. A witness for the Transportation Association of 
America offered an alternative proposal which would write into law the primary 
business test. We are already on record in support of either S. 1677 or the TAA 
proposal, if modified in certain minor respects. Although certain groups of 
private carriers are opposed to any legislation in this regard, there is general 
agreement among for-hire and private carriers and among shippers, excepting 
only those carriers and shippers engaged in the practice, that this type of illegal 
carriage should be stopped. 

HANDICAPS 


This heading is used to embrace alleged disadvantages to rail lines as a result 
of according competing forms of transportation some facility, privilege or favor 
not accorded the rails. It may be through outright subsidy, through making 
available to competitors without charge or adequate charge facilities provided 
at governmental expense, or through other advantages accorded to the rails’ 
competitors and not to them. 

Of the various modes of transportation, only the pipelines have never received 
Federal or State subsidies. Public aid to the railroads in the form of land grants 
was given only in the early stages of their development, and no such aid has 
been extended to them for more than 75 years. In evaluating the advantages 
thus accorded the railroads, consideration must be given to the land grant and 
land grant equalization rates they long accorded the Government. The airlines 
and the water carriers are presently receiving public aid but the degree to which 
they are being subsidized is uncertain. The motor carriers claim that they are 
paying their own way ut this is disputed by their competitors. The true answer 
has not been convincingly established. 

We subscribe to the principle that this country’s several forms of transporta- 
tion should be treated equitably and that no one form should be preferred. That 
there are some public expenditures which operate to the rail lines’ disadvantage 
seems clear. With respect to the extent other carriers benefit thereby, however, 
we are not fully informed. Unless there are compiled authoritative data of which 
we are not aware, we believe that an objective and comprehensive study should 
be made. We suggest that this be done at the direction of the Congress. 


LABOR PRACTICES 


Repeated reference has also been made to allegedly uneconomic labor practices 
many of which are frequently referred to as featherbedding. Here again we are 
not informed as to their full import. Specific instances that seemingly con- 
tribute to many of the difficulties of the railroads have been documented. A 
recent talk by a railroad president in which he states that the equivalent of 4 
days’ pay to engine crews for 7 hours’ work was required, and the finding of the 
Canadian Royal Commission that the functions of firemen-helpers on freight 
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diesel engines have either totally disappeared or are a mere duplication of what 
is discharged by others, serve as examples. On the other hand, during recent 
proceedings in Hx parte 206 before us, some railroad officials gave the definite 
impression that so-called featherbedding was not a serious problem on their lines. 

The national transportation policy declares that it is the policy of the Congress 
“to promote safe, adequate, economical, and efficient service and foster sound 
economic conditions in transportation” and “to encourage fair wages and equitable 
working conditions.” It provides that all provisions of the Interstate Commerce 
Act shall be administered and enforced with a view to carrying out the declara- 
tion of policy. However, except in specified situations where we have a statutory 
duty to protect the employee interest in mergers, consolidations, and the like we 
have no jurisdiction over labor practices. 

We believe the Congress should explore the matter of labor-management rela- 
tions for the purpose of determining whether the advancement of transportation 
is unduly retarded in this regard. 


PASSENGER OPERATIONS 


A major cause of the deteriorating railroad position is the unsatisfactory 
passenger situation. Not only is the passenger end of the business not making 
any money—it is losing a substantial portion of that produced by freight opera- 
tions. In order to keep carriers solvent, freight rates are forced upward to an 
extent that freight shippers become dissatisfied and further diversion of badly 
needed tonnage takes place. 

The true deficit from railroad passenger service is in dispute. We believe it 
to be in the neighborhood of $700 million per annum. Whatever it is, it accounts 
in large measure for the present level of railroad freight rates. It is noteworthy 
that generally those rail lines with the largest relative passenger business are 
in the worst financial condition. 

Since passenger rates generally do not return costs, it is natural to turn to 
fare increases. Though we frequently authorize the carriers in their managerial 
discretion to increase passenger fares, we feel certain that the whole answer 
to the passenger problem is not thus met. Increases sufficient in amount to 
remove the deficit would undoubtedly be self-defeating. They would moreover, 
in many instances, be so great that their imposition at one time after the long 
subsidization of this operation by freight revenues would be viewed as un- 
conscionable. 

If passenger service cannot be made to pay its own way because of lack of 
patronage at reasonable fares, abandonment seems called for. It is only over 
complete abandonment of a line of track that the Interstate Commerce Commis- 
sion has jurisdiction. Discontinuance of schedules without complete abandon- 
ment of the line over which those schedules operate is subject to the jurisdiction 
of the interested States. Because of the delay in authorizing, or uvsolute refusal 
to authorize, discontinuance of little used services, it has been proposed to give 
the Interstate Commerce Commission appellate jurisdiction by amending section 
13 of the act. We have informed the Senate and House Interstate and Foreign 
Commerce Committees that we are not opposed to the enactment of such 
legislation. 

In instances, however, where necessary services cannot be made to pay their 
way, we believe that, whenever practicable, the interested communities should 
be given a chance to operate them or have them operated for their account. This 
refers, particularly, to commuting services. We agree with previous witnesses 
that, if an urban or interurban commuting service needs subsidizing, it should 
be by the communities served and not by the freight shippers throughout the 
eountry. 

As this subcommittee is aware, on March 19, 1956, the Commission instituted 
on its own motion an investigation into and concerning the deficit from passenger- 
train and allied services. The matter has been the subject of prehearing and 
informal conferences between a committee of the Commission staff and interested 
parties. The items listed in appendix II have been designated as the subjects 
of this investigation upon which studies should be made and testimony and 
evidence presented. Five hearings have been held, the latest being on February 
18, 1958. At the hearings, testimony and exhibits have been presented covering 
subjects 1, 2, 3, 4, 7, 8, 12, and 15. The next hearing is scheduled for April 
15, 1958, at which time evidence is to be presented on subjects 9 and 10, and 
further evidence may be presented on subjects 5, 6, and 11. Some evidence has 
already been presented on subjects 6 and 11. To date, no evidence has been 
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presented on subjects 13 and 14. This is a broad and highly complex proceeding. 
The Commission intends to bring it to a conclusion with all reasonable dispatch. 


MAIL OPERATIONS 


Under laws relating to railway mail service pay, the Commission is charged 
with the duty of determining the fair and reasonable rates for the transportation 
of mail by railroads. There have been only a very few cases arising under this 
provision of the law. One of them is pending at the present time, and it would 
be inappropriate to comment on the merits of the arguments raised in that pro- 
ceeding. The disposition of most of these proceedings has taken considerable 
time, but it is not believed that the time was unreasonable. Many considera- 
tions, including, particularly, the comprehensive cost studies and voluminous 
other evidence presented made this necessary. Moreover, it does not appear 
that, in view of the retroactive features of the final decisions, the time consumed 
in disposing of these proceedings materially affected the railroads. The Com- 
mission does not at this time see any need for any change in its powers under 
these statutes. However, consistent with our view that all forms of transporta- 
tion should be treated equally, we see no justice in the present provisions of 
law which penalize one form of transportation (railroads) for inadequate 
facilities to handle mail without subjecting other forms to like provisions. 


RAILROAD CONSOLIDATIONS 


Some leaders of the railroad industry have stated, before this subcommittee 
and elsewhere, their belief that consolidations of railroads would produce sub- 
stantial economies, thereby helping to meet their financial needs. There has 
been some suggestion that there should be greater encouragement of rail mergers. 

Historically, the Congress has looked to railroad consolidations for the solution 
of some railroad problems, particularly the bolstering of weak lines. From 
1920 to 1940, the Congress laid upon the Commission the duty of formulating a 
plan for the consolidation of the Nation’s railroads into a limited number of 
systems. Under this program, consolidations were voluntary with the railroads, 
and little was accomplished. In 1940, the Congress amended the law to provide 
that the Commission may authorize railroad mergers proposed by the railroads 
when it finds them to be “consistent with the public interest.” Under this present 
provision, no extensive consolidation of railroads has occurred. Indeed, since 
World War II, few significant railroad merger proposals have been presented 
to the Commission. 

We believe that, where consolidations of railroads would produce substantial 
economies without sacrificing service to shippers or otherwise affecting the public 
interest adversely, such consolidations should be encouraged. We believe, how- 
ever, that such proposals should be made by the railroads voluntarily. In our 
last annual report to Congress, we did not recommend any changes in the laws 
with respect to railroad consolidations, and suggest no changes at this time. 


RAILROAD PARTICIPATION IN OTHER MODES OF TRANSPORTATION 


Several railroad representatives have urged before this subcommittee that 
railroads should be permitted to engage without restriction in motor-and water- 
earrier operations. Thus, they contend that railroads should be allowed to 
become general tranportation companies providing combinations of rail-, motor-, 
and water-carrier service. This proposal involves extremely broad policy 
questions which only the Congress can resolve. 

First, it should be stated that railroads and their affiliates which were engaged 
in motor operations on June 1, 1935, under the provisions of sections 206 (b) and 
209 (a), were entitled to “grandfather” certificates or permits authorizing the 
continuance of such operations in substantially the same manner as previously 
performed, 

Sections 5 (2) (b), 207, and 209 of the Interstate Commerce Act presently 
determine the extent to which a railroad may engage in interstate motor trans- 
poretation. Section 5 (2) (b), generally, requires the prior approval of the 
Commission for a merger of carriers or a purchase or other acquisition of control 
of one carrier by another. It also provides that the Commission shall not author- 
ize a railroad or its affiliate to purchase or otherwise acquire control of a motor 
carrier unless the Commission “finds that the transaction proposed will be con- 
sistent with the public interest and will enable such carrier to use service by 
motor vehicle to public advantage in its operations and will not unduly restrain 








28 GUARANTEED LOANS FOR COMMON CARRIERS 


competition.” Sections 207 and 209 authorize the issuance of motor common- 
carrier certificates of public convenience and necessity and contract carrier 
permits “to any qualified applicant,” without any specific restriction upon 
issuance of such certificates or permits to railroads. 

The Commission has long interpreted the proviso in section 5 (2) (b) as 
embodying a general congressional policy against unrestricted motor-carrier 
operations by railroads. To carry out this policy, the Commission gradually 
developed the principle that, in the absence of special circumstances, a railroad 
or its affiliate will be permitted to engage only in motor-carrier operations 
which are auxiliary and supplementary to its rail service. This means that 
its motor-carrier shipments must move on rail bills of lading and at rail rates. 
This requirement was reinforced in a number of early Commission cases by 
the further condition that such motor-carrier shipments have a prior or sub- 
sequent movement by rail. In later cases, however, this latter requirement 
has sometimes been replaced by so-called key-point restrictions. These are 
restrictions against the movement of motor shipments by a railroad between 
any 2 key points or through or to or from more than 1 such specified point. 
Almost invariably, the Commission has restricted motor-carrier operations 
by a railroad to points which are stations on the line of the railroad. 

Such restrictions have been applied both to motor-carrier operations acquired 
by a railroad by purchase under section 5 (2) (b) and to operations instituted 
by a railroad pursuant to a certificate issued under section 207. The Com- 
mission’s power to impose such restrictions in either situation was sustained 
by the Supreme Court in United States vy. Rock Island Motor Transit Co. 
(340 U. S. 419) and United States v. Texas & Pacific Motor Transport Co. 
(340 U.S. 450). 

At the same time, the Commission has in some cases permitted the railroads 
to perform motor-carrier service without such restrictions upon a showing of 
special circumstances, e. g., a public need for transportation which, for some 
reason, independent motor carriers do not provide. On December 9, 1957, in 
American Trucking Associations et al. v. United States et al. (355 U. S. 141), 
the Supreme Court held that the Commission is empowered, under such special 
circumstances, to issue to a railroad affiliate a certificate of public convenience 
and necessity under section 207 authorizing it to perform an unrestricted 
motor carrier service. 

Under the Panama Canal Act, section 5 (14), (15), and (16) of the Inter- 
state Commerce Act, a railroad may not own, control, or operate a competing 
common carrier by water which operates through the Panama Canal. Also, a 
railroad may not own, control, or operate any other water carrier unless the 
Commission finds “that the continuance or acquisition of such ownership, lease, 
operation, control, or interest will not prevent such common carrier by water 
or vessel from being operated in the interest of the public and with advantage 
to the convenience and commerce of the people, and that it will not exclude, 
prevent, or reduce competition on the route by water under consideration.” 

It is interesting to note that section 408 (b) of the Civil Aeronautics Act 
(49 U. S. C. 488 (b)) provides the same general restrictions upon surface 
carriers engaging in air transportation as section 5 (2) (b) of the Interstate 
Commerce Act imposes upon motor-carrier operations by railroads. 

It is clear, therefore, that, at the present time, there is a broad congressional 
policy against permitting railroads to engage without restriction in other forms 
of transportation except in special circumstances with respect to rail-motor 
operations. Whether this policy should be reversed or modified is a most im- 
portant question on which the Commission is not prepared to express an opinion 
at this time. 

DEPRECIATION ACCOUNTING 


A number of railroad witnesses testified as to the need for a more equitable 
and realistic treatment in accounting for tax purposes. As I understand the 
view of the majority of the railroad representatives, their comments with respect 
to depreciation are directed to the question of computation of Federal income 
taxes and do not relate to the rules of this Commission covering depreciation of 
railroad property. Thus, we are only indirectly concerned with the proposals 
submitted by previous witnesses which relate primarily to regulations of the 
Internal Revenue Service. This is a very complicated subject and I do not feel 
qualified to explain all of the differences in these rules and the interpretations 
made by the Internal Revenue Service. 
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The testimony of railroad representatives is generally directed toward the 
need for some relief to combat the increasing price spiral that handicaps them 
in replacing equipment. Among the proposals for relieving railroads of the 
tremendous income tax burdens are (1) establishment of a maximum overall 
life of 20 years for all railroad property; (2) provisions for a construction reserve 
which would permit carriers to deduct for tax purposes the total amounts appro- 
priated for purchase of new property; and (3) reinyestment depreciation 
deduction. Each will be commented on in turn. 

With respect to reduction of the tax base to 20 years, even considering the 
physical or economic useful life, there appears justification for writing off rail- 
road property in 20 years or less. This is particularly true when one considers 
the scientific developments and the rapid technological changes with respect to 
railroad equipment and the resulting obsolescence. As a tax proposal this should 
be of considerable benefit to the railroads, and we are not opposed to it. 

With respect to the second proposal for the establishment of a construction 
reserve, we believe it would be helpful for future acquisitions of railroad property. 

The third proposal, “reinvestment depreciation deduction,’ would permit a 
deduction in the tax return for the excess of the present cost of replacing a unit 
of property over its original cost. Thus, using the example of a freight car 
costing $8,100 replacing a $2,500 car, the carriers would be allowed an immediate 
deduction of $5,600. It is our understanding that many of the authorities who 
have given this matter considerable study believe that the present basis of requir- 
ing depreciation deductions to be computed on the original cost rather than the 
replacement cost is unjust. We believe that consideration should be given to 
tremendous increases in prices in computing depreciation for income-tax purposes. 

Another subject under this heading is the 30-percent depreciation reserve 
covered by H. R. 8381. This bill has been passed by the House and is now being 
considered by the Senate. We are in favor of the enactment of this reserve 
provision of H. R. 8381. 

THE EQUIPMENT PROBLEM 


At the moment there is no substantial shortage of railroad rolling stock. How- 
ever, unless the total car supply is increased and used efficiently, crippling 
shortages are bound to recur. A national crisis now would find the railroads of 
this country with a critical shortage of equipment. A material increase in rail- 
road business would show the rail industry unprepared. The equipment with 
which to meet substantially increased traffic demands is simply not available. 

There are several reasons why this is so. Many carriers do not have the funds 
with which to acquire necessary equipment. Others feel that they cannot afford 
to make such acquisitions under prevailing conditions. Some lack incentive. 
Indeed, it is somewhat surprising that in view of existing situations certain 
carriers have been willing to provide as much equipment as they have. It must 
be difficult for a railroad president to sell his board of directors on putting up 
millions of dollars with which to buy modern cars which experience shows will 
not be seen on the owning line for months after initial loading, when the com- 
pensation for their use is but a fraction of the cost of providing them. 

Much has been said both pro and con about the so-called Symes plan, which 
provides for the leasing of equipment to the railroads by the Government. The 
provisions of this plan are embodied in S. 2906 and H. R. 9597. Our comments 
are contained in our report to the full committee on S. 2906 under date of 
January 31, 1958. 

We do not believe it desirable or necessary that the Government become in- 
volved in the private business of carriage. Though not unalterably opposed to 
the Symes plan, we do not now favor it. Aside from doubts as to its practicality, 
we believe it to be too slow and cumbersome to give the carriers the immediate 
relief which they need. We believe that some Government assistance in the 
financing of equipment is imperative as a temporary measure, and we recommend 
that it be accomplished through the guarantee of loans or a direct loan-type plan. 

From a long-range viewpoint, as an ancillary measure, the enactment of the 
so-called penalty or incentive per diem bills (S. 942 and 8. 2030) now nending 
before the full committee, or of H. R. 3626 which is pending in the House. would 
be helpful. Our reasons for advocating these bills have already been set jorth in 
letters to the Senate and House Committees on Interstate and Foreign Com- 


merce, 
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SECTION 22 


During the first session of the current Congress the Commission suggested an 
amendment to section 22 of the Interstate Commerce Act which would have 
limited its application with respect to reduced rates on Government traffic to 
time of war or national emergency. As a result of our recommendation, bills 
were introduced in both Houses of the Congress by the chairmen of the Inter- 
state and Foreign Commerce Committees. 

The proposal suggested by the Commission was considered by the Congress, 
but a drastically amended version was ultimately enacted. It requires that 
earriers submit to the Commission copies of section 22 quotations and tenders 
simultaneously with their submittal to agencies and departments of the United 
States Government. We are required to make these quotations and tenders 
available for public examination. However, we have no regulatory authority 
with respect to these rates. 

The Commission has been requested, along with other Government agencies 
and private groups, to make studies based on the quotations and tenders which 
become a part of the public files. The studies are intended to reveal the actual 
results of the use of section 22 rates. Among other things, distinctions are to 
be made in these studies between quotations and tenders requested by Govern- 
ment agencies and those voluntarily offered to the Government, and between 
tenders upon which traffic actually moved and those on which there was no 
movement. 

Machinery for conducting this study is in the process of being set up by the 
Commission. Before this could be done the public files had to be established 
and put into operation. Upon completion of these studies, we shall make further 
recommendations if called for by the results. 


RATE REGULATION 


I come now to a contention vigorously pressed not only here but on the public 
rostrum and in the press to the effect that the rails are unduly restrained and 
discriminated against ratewise. Neither the rail lines nor other forms of 
transportation advocate removal of all rate regulation. In fact, they have 
frequently stated categorically that that is not their purpose. What the rail 
lines advocate primarily is legislation embodying the so-called three shall nots 
in H. R. 5523 and 5524. 

We agree that all forms of transportation should be regulated impartially. 
If this has not been accomplished because of the absence of appropriate user 
charges, or through the granting of unjustifiable subsidies, or by undue exemp- 
tions, we favor whatever legislation may be required to bring about equality. 
However, we reject the contentions that by our application of the present rule 
of ratemaking and of the national transportation policy, the Commission holds 
an umbrella over high-cost carriers and that we unduly and unjustifiabily inter- 
fere with the managerial discretion of regulated carriers. These contentions 
do not accord with the actual facts. 

It is important here that we have a clear picture of the ratemaking process, 
Rates in the first instance are made by the carriers themselves, subject to the 
overriding authority of the Commission to prevent the maintenance of any 
that are in any way unlawful. These carrier-made rates are filed in tariffs 
published in accordance with rules prescribed by the Commission. Any inter- 
ested person, shipper, or carrier may protest a proposed new or changed rate 
and request that it be investigated and that, pending final determination, its 
operation be suspended for a period not to exceed 7 months. Rates that are not 
challenged generally go into effect as a matter of course. 

Exclusive of schedules involving general increase in rates, more than 50,000 
rail tariffs were filed with the Commission in 1957. These rail tariffs con- 
tained hundreds of thousands and probably millions of rates. It is our estimate 
that 98.3 percent of these tariffs became effective without protest or restraint 
by the Commission. Of the remaining 1.7 percent which were protested, about 
85 percent were nevertheless permitted to go into effect without suspension. This 
left about one-fourth of 1 percent of the total in which the voluntary action of 
the carriers was restrained by the Commission’s exercise of its investigation and 
suspension powers. In almost one-half of the cases suspended pending investiga- 
tion, the proposed rates were approved upon completion of the proceedings. And 
so, instead of the specter of a meddling Government unwarrantably preventing 
what the carriers regard as the proper exercise of their managerial respon- 
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sibilities, we find that a bare one-eighth of 1 percent of their proposals are 
condemned. Among this one-eighth of 1 percent are found the proceedings 
which are repeatedly cited as examples of persecution and “outrage.” 

Now what is the justification for this minimal interference? If we are no 
longer in an age of transportation monopoly, and I agree we are not, why should 
the carriers not be permitted to establish any rates they choose? Apparently, 
the witnesses who testified here agree that rates that are not compensatory 
should be restrained. There are other reasons which we shall develop hereinafter. 

The rail representatives say that we condemn rates that are compensatory 
on some kind of “share the traffic’ theory. Our attention has been called to a 
number of examples which are said to prove this point. It will not be neces- 
sary to go into the proceedings case by case. An overall explanation is, how- 
ever, called for. 

Before competition between modes of carriage became vigorous, rates were 
made largely on a theory of value of service. Often it was said that rates 
were based on what the traffic will bear. These methods were followed and sub- 
scribed to by carriers, shippers, and regulatory bodies alike, and were regarded 
by students of transportation as proper and in the public interest. With the 
growth of extensive and intense competition, the cost of rendering a particular 
service has become of vital importance. This called for a change in emphasis 
in applying the principles of ratemaking, but this had to be done gradually. 
In the first place, the reasons for the change did not arise all at once and, 
secondly, an abrupt change from the long-established system upon which our 
rate structure was built would inevitably have had a disastrous effect upon the 
economy. Today in competitive ratemaking we give preponderant weight to 
cost considerations in order that the advantages of low-cost transportation 
may be realized. As interagency competition has intensified, the Commission 
has allowed greater latitude to the managerial discretion of carriers in com- 
petitive ratemaking, particularly that involving different modes of transportation. 

It is therefore by current decisions that the Commission’s ratemaking 
activities must be judged. I call attention, however, to the fact that most of 
the cases criticized are not current ones. Clearly in the competitive field our rate- 
making practices have changed and we do not intend to undertake to justify 
old decisions for application to present-day situations. This is by no means a 
reflection upon an earlier Commission. On the contrary, it shows that in a 
changing world regulation under the present broad provisions of the law is 
flexible enough to adapt itself to changing conditions. 

It is the Commission’s endeavor so to perform its ratemaking functions as 
to protect the public interest in conformity with the policy laid down by the 
Congress. In so doing we try to accord to each mode of transportation every 
advantage to which the characteristics of its operation entitle it. We undertake 
to construct rates so as to encourage the flow of traffic via the most economical 
form of transportation. 

The most economical form of transportation is that form which, if rates re- 
flected costs, would tend to be favored by shippers. For the purpose of ascer- 
taining the most economical form of carriage, full costs should be the test. 
It is full costs that must be returned to the carriers if the transportation industry 
is to be kept healthy and vigorous. 

In this way, the public receives the full benefit of any advantages that attend 
the different modes of transportation, and the different modes are treated 
fairly and equally. Advantages need not necessarily be “inherent.” If a 
carrier or mode of carriage by reason of good management is able to operate at 
a lower cost than one less efficiently managed, the former should have the 
advantage flowing from that greater efficiency. 

Since transportation costs are of two kinds, viz, direct and indirect, it is 
often to a carrier’s advantage to haul goods at less than full costs but above 
direct or out-of-pocket costs, rather than to forego the traffic. In order to permit 
a reasonable play of competition, carriers whose full costs are higher than 
those of the most economical form should, within reasonable limits, be permitted 
to meet the rates of the low-cost carrier. They should not be permitted to go 
below those of the latter. 

The question will be raised as to whether the theory just described is f»llowed 
and, if not, why not? It cannot be said that it is followed meticulously. There 
are three principal reasons why it is not. 

1. The system of ratemaking obtaining in this country under which carriers 
freely and voluntarily make and file their own rates, subject to the Commission’s 
investigation and suspension powers, has been described. While this system 
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may not be perfect, it is the best yet devised. Operating under it, the practice 
of moving traffic via the low-cost carrier is not compelled, but neither is it 
prevented. 

2. The great bulk of unregulated traffic adds to the difficulty of channeling 
traffic to the most economical form of carriage. The unregulated carriers 
charge what they will and change their rates without notice. Under these cir- 
cumstances, sound ratemaking is extremely difficult both for the regulated 
carriers and for the Commission. 

8. A major difficulty arises from the fact that the records before us usually 
do not show and, in fact, the participants themselves frequently do not know 
which form of carriage is the most economical. 

In connection with this last reason, it should be pointed out that in investi- 
gation and suspension proceedings, the statute places the burden of proof upon 
the respondent carrier or carriers to show that the proposed changed rate is 
just and reasonable. That burden, of course, is not sustained if the proponent 
earriers offer no substantial evidence in support of the proposed rates. Conse- 
quently, such failure of proof requires the Commission to condemn the rates in 
issue. Accordingly, there may be caSes where competitive rates filed by a low- 
cost carrier are not permitted to go into effoct, but they represent instances 
where either the data necessary to a determination of their reasonableness has 
not been supplied or the record establishes that the level of the rates is unrea- 
sonably low. These are matters within the control of the carriers and within 
their power to cure. 

It is because of such failure of proof and perhaps the brevity of some of our 
reports that considerable misunderstanding exists, or seems to exist even in 
responsible quarters, as to the principles that are actually applied in determining 
the issues in some of the decisions dealing with competitive rate situations. This 
is particularly true in cases where it has been asserted that the Commission has 
disapproved reduced rates solely on the ground that such rates are not needed 
to meet existing competition. Certainly when a carrier relies solely on a 
competitive need as justification for a reduced rate, and the record does not 
affirmatively show the existence of any such competitive need, the Commission 
has no alternative but to condemn such a rate, since the carrier has not met its 
statutory burden of proof. In such a case, the fact that the proposed rate appears 
to be compensatory does not per se satisfy the statute. We do not believe it to be 
in the public interest that rates should gravitate to the lowest possible level 
in the absence of some compelling reason. Scandrett v. United States (32 F. 
Supp. 995, affirmed 312 U. 8S. 661). 

Of the myriad of proceedings before us, there may be isolated instances where 
our general objectives are not fully attained or where perhaps the reports are 
not written with all the clarity that might be desired. I believe, however, that 
any disability in this regard on the part of any carrier or class of carriers re- 
sults not from inadequate legislation or improper administration, but from the 
failure of the carrier or carriers involved to submit an adequate record which, 
under the law, is the only basis upon which any valid decision of the Commis- 
sion can rest. Fortunately, much progress is being made in this respect but 
much still remains to be done. 

The so-called three shall-nots would prohibit the Commission ,in exercising its 
power to determine and prescribe just and reasonable rates, from considering 
the effect of such rates on the traffic of any other mode of transportation; or the 
relation of such rates to the rates of any other mode; or whether such rates are 
lower than necessary to meet the competition of any other mode. If the proposed 
three shall-nots were inserted in the rule of ratemaking of section 15a, the Com- 
mission, in effect, would be limited to a single test in determining the reason- 
ableness of a rate—whether the rate is compensatory. We take the position 
that this proposal is undesirable and unnecessary. While there are many in- 
stances where the enactment of the three small-nots would not have any harm- 
ful results, they would in other instances circumscribe the regulatory process 
to a point where it would be rendered largely ineffectual. Perhaps 1 or 2 ex- 
amples will illustrate the point. 

With rail carriers making the meager profit to which they testified, it seems 
obvious that they cannot greatly reduce rates advantageously unless by so doing 
they increase their tonnage. 3ut by reason of their large fixed costs, an in- 
crease in tonnage produces corresponding reductions in costs, per unit, rela- 
tively greater than in the case of a carrier with lesser fixed costs. Under such 
circumstances, a rail carrier, in instances where its full costs are higher than 
those of its competitor, might reduce its rates sufficiently to enable it to capture 
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all of the traffic involved, and because of the larger volume, still be able to show 
that the reduced rates were compensatory since they contributed to an overall net 
improvement of the carrier. _However, when competitive traffic is hauled at a 
minimum of profit by carriers whose costs are relatively high, the low-cost car- 
rier who at the same or lower rates could provide the service at a reasonable 
profit is deprived of the business. By having the high cost carrier perform the 
service, the overall charges to the public are not reduced as other traffic must 
bear a disproportionate share of the total transportation burden. Thus the pub- 
lic is prevented from receiving the benefit of the more economical service. Such 
a result may well follow under the three shall-nots which would enjoin the 
Commission from considering the effect of the rail rates upon other forms of 
transportation or their relation thereto. 

If the compensatory nature of freight rates were to become, as proposed, the 
sole test as to their lawfulness, the Commission would be powerless to correct 
situations where it is necessary to consider the relationship of rates, not only 
as between competing carriers but also as between competing shippers, communi- 
ties, or geographical regions, to prevent undue discrimination, prejudice or pref- 
erence which may otherwise result. While there are provisions in the act cover- 
ing discrimination and preference and prejudice, it should be noted that those 
provisions are not self-operating. Exclusive reliance on them would result in 
delay and shift the burden from the carriers to those alleged to be injured. 

In carrier controversies concerning competitive rates in given situations, the 
interests of a particular carrier or carriers do not always coincide with the in- 
terests of all of the shippers served by such carriers. Competition between dif- 
ferent carriers or different modes of carriage must then be considered together 
with market competition, that is, competition between competing shipper inter- 
ests. Carriers should not be entirely free to pick and choose specific traffic as 
to which they will meet carrier competition without any regard for the fact that 
similar circumstances relating both to carrier and market competition exist with 
respect to the same freight from and to other points where no related rate re- 
ductions are proposed. (See National Cottonseed Products Assn., Inc. v. A. B. 
& C. R. Co., 297 1. C. C. 471.) If this were permitted in actual practice, it would 
result in undue preference of particular shippers or kinds of traffic, in violation 
of the provisions of the act which guarantee to the shipping public equality of 
treatment, ratewise, when the respective transport services are performed under 
substantially similar conditions. The Commission is of the firm belief that this 
statutory prohibition against undue preference and prejudice as between shipping 
interests constitutes one of the most important and necessary regulatory pro- 
visions in our present transportation law, and that it should not be materially 
impaired either by construction or by new enactments. 

In the interest of a better understanding of this complex problem, perhaps there 
should be described certain other carrier-competitive situations (other than those 
resulting in shipper preference and prejudice) in which the Commisson may re- 
strain the managerial discretion of carriers by disapproving particular rate pro- 
posals, and in some instances fixing or approving rate relations different from 
those proposed by the carriers, when the record in a particular case justifies such 
action. They are as follows: 

1. When the rates published by a particular carrier or carriers for a given 
transportation service are not reasonably compensatory. 

2. When the application of given rates published by a particular carrier or 
carriers constitutes an unfair or destructive competitive practice. 

3. When the record shows, based on considerations of costs, service character- 
istics, and other material ratemaking elements, that the application of given 
rates published by a carrier or carriers (of the same or different transport 
agencies) would have the practical effect of destroying rather than preserving 
the inherent advantages of their competitors. 

4. When the rates in question would seriously disrupt broad, important inter- 
related rate structures so that the resulting chain reductions would mean a 
substantial loss of revenue by all of the carriers concerned on important tonnage, 
and thus impair, rather than foster, sound economic conditions in transportation, 
and among the several carriers. 

5. Finally, the Commission may restrain managerial discretion when it clearly 
appears that competing carriers in the same or different transport agencies are 
engaged in a destructive rate war. I here mean the kind of destructive rate war 
which, if not checked, would reduce rates to bare out-of-pocket costs or lower. 
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When the record in a given case shows that a carrier rate proposal would bring 
about any one, or more, of the five undesirable results previously described, it 
would seem clear that such rate proposal is not just and reasonable within the 
meaning of the governing provisions of the statute, construed in light of the pres- 
ent congressional policy as declared in the act. Additionally of course, as previ- 
ously illustrated, the rates in question may result also in undue prejudice or 
preference as between competing shippers, localities, ete. 

It is in situations of this kind that, based upon a full hearing of all the parties 
concerned, the Commission endeavors to reconcile the conflicting interests of the 
competing carriers, and the interests of competing shippers which may or may 
not coincide with the interests of the carriers. In an appropriate case, this may 
be accomplished by prescribing or approving rates or rate relations which, in the 
Commission’s judgment, will conform with the regulatory provisions of the act, 
assuming of course that the record is adequate for that purpose. 

The mere staatement of the complexities involved in these situations demon- 
strates, conclusively, I think, that it would be wholly impracticable to devise any 
fixed, general formula for determining whether or not particular freight rates 
are lawful. Because of the very nature of the problems, congressional policy 
should be, as it now is, stated in language broad enough to comprehend the full 
scope, as well as the many variations, of the problems involved in developing, 
coordinating, and preserving a sound national transportation system adequate 
to meet the practical needs of the Nation’s commerce and otherwise conform to 
the national welfare. For exactly the same reasons, the policy or principles 
applied by the Commission in ratemaking, particularly in competitive situations, 
must be flexible enough to meet the practical needs of individual situations, 
from both carrier and shipper standpoints, so far as such needs do not materially 
interfere with or obstruct accomplishment of the congressional general trans- 
portation policy. 

I do not think it is likely that any competent, impartial person would seriously 
argue that public carriers should be regulated in such manner as to disregard 
or destroy the inherent advantages of any public carrier or of any mode of public 
carriage, assuming that there was agreement as to just what constituted a sub- 
stantial inherent advantage within the meaning of the national policy clause. 
Nor is it likely that anyone would seriously urge that public carriers should 
engage in unfair or destructive practices in their competitive endeavors, assum- 
ing again that there was no disagreement as to what constitutes unfair or de- 
structive practices. I am inclined to think, also, that most informed people 
will agree that we should have a sound national transport system adequate to 
meet the Nation’s transportation needs, and that those needs can be met only 
if we have economical and efficient service by and among the several regulated 
modes of transportation mentioned in the congressional policy clause. 

The sponsors of the “three shall nots” do not argue that sound inherent advan- 
tages in particular modes of transportation should not be preserved or that unfair 
or destructive competitive practices between carriers should prevail. Instead, 
their argument seems to be that these sound objectives can best be obtained not 
by statutory controls or restraints, but by leaving the whole matter to the 
managerial discretion of the carriers. 

In other words, the theory seems to be that, if freed entirely from all restrictive 
regulations, the free play of competitive forces within the zone of reasonableness 
will automatically preserve all of the substantial inherent advantages of each 
mode of transportation; and that the management of the carriers, in their com- 
petitive endeavors, will voluntarily stop short of engaging in practices that are 
unfair or destructive, with sufficient margin on the fair side to protect the best 
interest of all of the carriers, the shippers, and the general public. 

The Commission, however, finds little, if any, support for this proposition in 
transportation history either at any time in the past or as it is being made 
presently in these carrier competitive situations. In the first place, the deter- 
mination of just what constitutes an unfair or destructive competitive practice 
frequently presents questions of considerable difficulty which, in the Commis- 
sion’s judgment, require the services of an impartial and authoritative umpire 
or referee as a shield against possible vicious economic results. 

There is, for example, the matter of weighing the advantages and disadvan- 
tages of one mode of transportation against those of another mode. Any in- 
formed and impartial analysis will clearly disclose that this is an essential 
element in identifying unfair or destructive competitive practices if any practical 
distinction is to be made as between fairly meeting competition, and, on the 
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other hand, eliminating competition contrary to the public welfare, especially 
the Nation’s need for an adequate and well-rounded national transport system. 

I believe that if transportation history teaches any one thing it is that while 
competitive forces generally are effective in reducing prices and improving stand- 
ards of service, these very same competitive forces in the transportation field, 
if unchecked, will result in eliminating competition and in disrupting reasonable 
and fair rate relations as between competing shippers, geographical areas, and 
territories. 

It is the view of the Commission that any substantial relaxation of the exist- 
ing controls or checks on freight rates, as now provided in the several ratemak- 
ing provisions of the act, as those provisions are presently interpreted by the 
Commission, would be a step backward from a sound solution of the problems 
confronting the transportation industry, including the railroads and the shipping 
public. The Commission’s opinion on this, it should be emphasized, is based 
upon its day-to-day practical and objective experience in analyzing and evaluat- 
ing the evidence and arguments of carriers and shippers in given situations, with 
due consideration for the general public interest in ratemaking. 

The limited and flexible statutory restraints in the Interstate Commerce Act, 
on the managers of public carriers in the matter of ratemaking, generally have 
constituted a formidable shield against, and a remedy for the correction of any 
unlawful situations resulting from the application of other more objectionable 
kinds of restraints. I here refer to the kind of economic restraints or trade 
barriers, as they have been called by the Supreme Court, that, in the absence 
of reasonable controls, could be imposed upon shippers, particular carriers, 
geographical regions, territories, etc., in the form of unfair and inequitable 
freight rates. 

The possible effect of rates and rate relationships on the public welfare cannot 
be overemphasized, for they are often the key to either economic advancement 
and growth or to economic retardment and withering of communities, areas, and 
industries. The stake of the Nation in the free flow of commerce and, therefore, 
in matters affecting transportation is very real and far reaching. It is this 
paramount public interest which distinguishes the transportation industry from 
other commercial enterprises. 

The Commission believes that the present statutory restraints in the act on 
ratemaking, including specifically the limited restraints or checks in competitive 
rate situations, have served a good purpose in the past and that they should not 
now be impaired. 

Again, let me assure you that the Commission makes no attempt to apportion 
traffic between competing modes of transportation. Our responsibility as we 
see it is to so administer the act as to afford shippers, insofar as possible, a choice 
of transportation services at the lowest rates which are consistent with efficient 
operation. At the same time, we believe that all carriers should have an oppor- 
tunity to render competitive service with a maximum of ratemaking freedom 
but with restraints against rates which would be mutually destructive as between 
the modes of transportation, or within any particular mode, or otherwise detri- 
mental! to the public interest. 

In short, it is our considered view that rail carrier ratemaking disabilities, 
insofar as the impact of existing statutes is concerned, are much less than some 
of their officials seem to believe and that those disabilities with which they find 
themselves confronted are largely of their own making as a result of their failure 
to present all facts necessary to a determination of the low-cost form of carriage. 
We agree, however, that they are severely handicapped by the imposition of the 
excise tax, the unequal impact of regulation resulting from the enlarged agri- 
cultural exemptions, the so-called bulk exemptions, and the unregulated for-hire 
transportation performed under the guise of private carriage. 

Several other rate matters have been referred to by preceding witnesses. It is 
urged that quantity rates be permitted where justified by savings in cost to the 
railroad. Such rates are now permitted. See, for example, Molasses from New 
Orleans, La. to Peoria and Pekin, Ill. (235 I. C. C. 485) and H2-River Coal from 
Mount Vernon, Ind., to Chicago (296 I. C. C. 489). 

It is also urged that agreements with shippers for lower rates be permitted 
where justified by savings in cost, in return for guaranteed quantities of tonnage 
or guaranteed proportions of the shipper’s total volume. This is a practice now 
in vogue in Canada and in some other countries. It is a highly controversial 
matter and one on which the Commission has not had occasion to express itself. 
If the rail lines intend to pursue this method of ratemaking, they should submit 
schedules embodying their proposal. 
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“BURDENSOME, EXPENSIVE, AND GENERALLY UNJUSTIFIED LEGISLATION” 


We agree with the carriers that they should not be subjected to legislation 
which is unjustifiably burdensome or expensive. The question is: What legis- 
lation falls into this category? The following have been so mentioned in these 
hearings: 

S. 1386, H. R. 5124, the so-called power-brake bills. 

S. 1729, H. R. 6384, H. R. 6385, the so-called track motorcar bills. 

H. R. 182, H. R. 3484, H. R. 4564, the so-called unlighted freight-car bills. 

H. R. 897, the railroad communications systems bill. 

S. 1672, S. 2480, H. R. 7308, bills providing for reductions in hours of service. 

S. 1313, H. R. 4353, the retirement and unemployment bills. 

Some of the railroad witnesses have stated that although these bills have been 
proposed in the name of safety, they are nothing more than make-work or feather- 
bedding measures. 

Apparently the United States Senate and the Interstate and Foreign Com- 
merce Committee of the House disagree with this characterization insofar as 
the so-called power or train-brake bills are concerned. S. 1386 was passed by 
the Senate on August 13, 1957, and H. R. 5124 was reported out favorably by 
the House cominittee on August 20, 1957. Unless the railroads are of the view 
that their own power-brake rules are unduly burdensome, or unnecessary in the 
interest of safety, we are at a loss to understand this characterization as applied 
to these bills, since as passed by the Senate and reported out by the House 
committee they provide for the initial adoption by the Commission of the 
AAR’s own rules. 

In our legislative committee’s reports of October 22 and November 4, 1957, to 
the chairmen of the House and Senate Interstate and Foreign Commerce Com- 
mittees, respectively, favoring enactment of H. R. 6384 and S. 1729, the so-called 
track motorcar bills, it was pointed out that during the past 10 years 67 col- 
lisions occurred in which track motorcars were involved. As a result 91 persons 
died and 201 were injured. Thirty of these accidents have occurred since Janu- 
ary 1, 1954. It appears to us that the industry’s self-imposed rules are either 
inadequate or are not being properly enforced. The situation which these bills 
seek to correct is a very real one and the proposals should not be lightly dis- 
missed as “make work” measures. 

The so-called unlighted freight-car bills, H. R. 182, H. R. 3484, and H. R. 4564, 
are aimed at reducing the number of accidents caused by motor vehicles running 
into the sides of trains at highway grade crossings at night, particularly at 
unguarded crossings. It should be noted, in this connection, that some of the 
earriers have already placed reflectors or other luminous markings on some of 
their cars. 

In our reports to the chairman of the House Interstate and Foreign Com- 
merce Committee on H. R. 182 and H. R. 3484, we expressed the view that pro- 
vision for this type of protection would seem to be well worth the expense in- 
volved, and that it would be considerably less costly than grade crossing elimi- 
nations or the installation of most other protective devices at highway-railroad 
crossings. We also pointed out, however, that we were not unmindful of the 
limited measure of protection that would be afforded by such markings. We 
have made no exhaustive study of this matter, but on the basis of the informa- 
tion we now have legislation of this nature appears desirable. 

In our reports to the appropriate congressional committees on S. 1672 and H. R. 
7308, bills which provide for reduction in the hours of service for certain rail- 
road employees and for other changes in the Hours of Service Act, we stated that 
in view of the fact that railroad operations and equipment are becoming in- 
creasingly more technical and complex, it is quite possible that this has resulted 
in an additional strain on operating employees with an attendant adverse effect 
on railroad safety. Under these circumstances it seems reasonable that a re- 
duction in the number of hours which employees “actually engaged in or con- 
nected with the movement of trains” may lawfully work would contribute to 
the safety of railroad operations. We see no reason, however, for extending 
this proposal to employees not so engaged. 

In keeping with our theory that the carriers should not be subjected to unduly 
burdensome or expensive legislation, we recommended an amendment to section 
4 of the act relieving the carriers of some of their burdens. This recommenda- 
tion was enacted into law during the last session of the Congress. We have also 
recommended to the Congress that the Safety Appliance Acts (45 U. 8S. C. secs. 
1-16) be amended so as to authorize the Commission to exempt 4-wheel track 
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motorears and 4-wheel push trucks from any or all requirements thereof, and that 
they be further amended to authorize the Commission to prescribe for such cars 
and trucks such other appliances and devices as may be necessary in the in- 
terest of safety. This recommendation is the subject of pending bills, S. 3102 
and H. R. 9913. We have also opposed recent proposals to amend section 15 (3) 
of the act which would require prior Commission approval of certain rate 
adjustments. 

In addition, we have opposed the enactment of H. R. 897, or similar legislation, 
at this time, which would authorize the Commission to require the installation 
of certain railroad communication systems, although for some years previous we 
had recommended such action. We changed our position because of the marked 
advances which the railroads have made in this field without governmental 
compulsion. 

S. 1313 and H. R. 4353, the railroad retirement and unemployment benefit bills, 
relate to matters over which the Commission exercises no jurisdiction. They 
are of concern to us, however, because of their effect upon the carriers’ revenues. 
Whether such adverse effect is offset by considerations of social policy is a 
matter for the Congress to decide. 


SUGGESTIONS FOR SELF-HELP 


We turn now to the topic “matters on which the railroads may help them- 
selves at present without further action of the Congress or the Interstate Com- 
merce Commission.” 

Our Commission has frequently taken oceasion to say that it does not regard 
itself as the manager of the carriers it regulates. It adheres to that view. The 
suggestions for self-help which follow are made with this in mind. 

Public relations 

In the early days railroad companies, for reasons which need not be reviewed 
here, acquired much ill will. Though most of the original causes have long since 
been removed, an unfavorable reputation is not easily dispelled. The persistence 
of lingering unfavorable impressions makes it doubly important that present 
resentment be held to a minimum. We shall undertake no more here than to 
identify some of the areas in which we believe public relations can be improved. 

In the passenger field we have, for example, observed dirty equipment and 
aggravating delays in making telephone contacts with ticket offices. We receive 
complaints about unheated equipment and about delayed schedules which the 
public feels should at least be explained. More important, we have experienced 
and observed not only disinterestedness but unjustifiable discourtesies in the 
treatment of the public by railroad employees. Without minimizing the carriers’ 
difficulties in making their passenger business more attractive, we believe that 
there is here an opportunity for the carriers to help themselves. Similar com- 
plaints arise in the freight end of the business. Rail service is normally slower 
than that of competing modes. But when the traffic department makes repre- 
sentations which the operating department does not fulfill, much ill will is 
created. 


Meal service 


A close look at the meal service provided by the airlines would, we believe, sug- 
gest ways to reduce the dining car deficit. 
Less-than-carload traffic 

Railroads now engage in the handling of less-than-carload traffic on their own 
account. They also own the Railway Express Agency. Some of them are in- 
terested in freight forwarders. Additionally, they have an interest in the trans- 
portation of parcel post with which they are of course competitive. Generally 
speaking, the first two services are not profitable. We believe there is here 
unnecessary and expensive duplication that calls for more consideration than, 
so far as we are informed, has been had. 


Coordination of services and facilities 

We believe that great economies can be effected and services improved by 
greater coordination of transport operations. This includes coordination among 
earriers of the same mode as well as coordination between carriers of different 
modes, such as is represented by piggyback and fishyback operations. 

The Commission has no authority to compel carriers to make joint use of 
facilities, to pool traffic, to merge their properties, or otherwise to order man- 
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agement to improve their services and eliminate waste. However, again and 
again, the Commission has pointed out in recent annual reports that excessive 
plant, duplicative facilities, etc., are matters that require correction by railroad 
management. As a matter of fact, since the Commission has responsibility 
under section 15a (2) of finding that railroads are honestly, economically, and 
efficiently managed in considering increases in rate levels, it has urged in its 
reports in the last three general rate increase cases that management look, in 
part, to improved efficiency for the improvement of their net revenues. 

There are two ways of doing this: First, through technological and mechani- 
cal improvements, such as electronic accounting, communications, microwave, 
use of improved equipment, generally mechanized track maintenance, motorized 
freight handling, automatic signaling, and centralized traffic control. The fore- 
going cost money, although investment in such improvements produces a high 
return. The second method of producing efficiency and economy is through the 
elimination of waste. This takes many forms: elimination of duplicating fa- 
cilities, multiple yards and terminals causing expensive interchange operations 
and excessive loss and damage claims, internal reorganizations, consolidations, 
pooling of traffic, standardizing equipment, etc. Items of this kind have not 
been fully exploited. They are highly productive in promoting more net on the 
same gross revenues, yet the advantages of aggressive efforts in this direction 
have not been fully utilized. 

It will not be disputed that there are instances of paralleling trackage or 
duplication of other facilities not needed in the public interest. The desire of 
each line to preserve the independence which goes with full control of all its 
facilities is understandable. We believe, however, that the economies that 
would in many instances follow an arrangement for joint use call for greater 
initiative by them. The feasibility of improving efficiency and economy in oper- 
ation in particular situations by the pooling or division of traffic, service or 
earnings where such cooperative efforts can be justified within the meaning of 
section 5 (1) should also be explored. 


Ratemaking 


The efforts of the railroads to simplify their tariffs have borne some fruit 
but not enough, and should be intensified. For example, the continuance of 
dual classifications and class rate systems is undesirable. 

There should be more progress in the establishment of joint rates between 
rail lines and motor carriers, as well as water carriers. 

In proceedings involving competitive ratemaking where the railroads claim 
inherent advantages, they should present more persuasive evidence, particu- 
larly in respect of costs, than they have done in many cases in the past. They 
should also move with greater speed to revise their rate structures so that they 
will be based to a greater degree on cost studies. 

The railroads should thoroughly explore the feasibility of publishing more 
volume rates, i. e., in multiple carlots, or even trainload quantities, when it can 
be shown that such rates are not unlawful. 


Equipment and maintenance 


It may also be observed that rail carriers traditionally have followed the 
practice of accelerating or diminishing orders for equipment with the rise and 
fall of business. Considering the necessary interval between the time the order 
is placed and the time of delivery, substantial increases in business are invari- 
ably accompanied by an equipment shortage. By reason also of these peaks and 
valleys in orders placed with manufacturers, the cost of cars exceeds what it 
would be if purchases were made more uniformly. To like effect, we believe 
also that costs could be reduced, and at no attending disadvantage, by greater 
standardization of car design. 

A somewhat similar situation exists with respect to maintenance and im- 
provement work. When business is poor, these things are held to a minimum. 
When it improves they are stepped up. Again, because of the necessary time 
interval, the work is not done when the demand arises. An instance is recalled 
by way of example when railroads coincident with a steel strike laid off a large 
number of track maintenance men. Certainly it will not be disputed that track- 
work can be done much more economically when there are only a few trains 
running than when the work is interfered with by heavy movement. 

The foregoing is merely by way of suggestions. It is not intended to be 
exhaustive. 
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SUMMARY 


To summarize, the position of the Commission with respect to views ex- 
pressed by previous witnesses is as follows: 

1. We strongly urge repeal of the transportation excise taxes. 

2. We urge legislation that will confine the ever-expanding agricultural ex- 
emptions so as to bring them within more reasonable bounds. 

3. We shall continue to prosecute in the courts illegal operations carried on 
under the guise of private carrier and have already made a recommendation 
to Congress that the law be clarified. 

4. We advocate the principle that this country’s several forms of transporta- 
tion should be treated equitably and that no one form should be preferred by 
subsidy or otherwise to the detriment of others. 

5. We believe that alleged uneconomic labor practices whether on the part 
of management or labor should be explored. 

6. As a general proposition, we believe that the passenger train service should 
be self-supporting; that urban and interurban commuting services which need 
subsidization should be subsidized by the communities served and not by ship- 
pers throughout the country. 

7. The Commission does not see any need at this time for any change in its 
powers or duties with respect to determining fair and reasonable rates for the 
transportation of mail by railroads. Consistent with our general view, however, 
all forms of transportation should be treated equitably. 

8. We believe that where consolidations of railroads would produce substan- 
tial economies without sacrificing service to shippers or otherwise affecting the 
public interest adversely they should be encouraged. The railroads should 
initiate action for practical proposals of this kind. We see no need for any 
change in the existing laws. 

9. We subscribe to the objectives of the pending H. R. 8381 regarding deprecia- 
tion for railroads and recommend its adoption. 

10. We believe that some Government assistance in the financing of equip- 
ment is imperative as a temporary measure, and we recommend that it be 
accomplished through the guarantee of loans or a direct loan type plan. 

11. The carriers under the present laws have full freedom to initiate just, 
reasonable and nondiscriminatory rates. A very small number of rates proposed 
by them are suspended or ordered canceled and then only when required for the 
protection of the public interest. We see no need for change in the present laws 
in this respect. 

12. We are opposed to the enactment of any burdensome, expensive, and 
unjustified legislation, but do not believe that S. 1386 (the power-brake bill) 
falls in this category. 

In closing I do not think it necessary to point to the danger of oversimplifying 
a very complex situation. The plight of the railroads calls for a constructive 
effort on the part of all. Congress must provide equitable laws and the Com- 
mission must administer them impartially. State commissions must recognize 
their obligations to the Nation as well as to their own communities. Labor must 
perform 8 hours work for 8 hours pay. Management must attract new traffic 
through new ideas and better and more economical service, and it must sell the 
American people on their one and only product—transportation. 


MARcH 7, 1958. 
APPENDIX I 


Subject: Repeal of excise taxes on the transportation of persons and property. 


Hon. Wirtsur D. Mitts, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D.C. 


Dear Chairman Mitts: It is the studied view of this Commission that the 
excise taxes on transportation are highly inimical to the best interests of this 
country. Beginning with our annual report for 1948, and in each succeeding 
one, we have called the attention of the Congress to the discriminatory effect 
of these taxes. The purpose of this statement is to provide your committee, 
which is now considering these matters, with an analysis of the impact of these 
taxes on our country’s transportation system. In the opinion of this Commission, 
remedial action at this time is imperative. 
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Inasmuch as the 3-percent excise tax does not apply to the transportation of 
property by private carrier, it imposes a severe competitive handicap on for-hire 
earriers. It also serves as an artificial inducement for shippers to switch to 
private carriage and encourages transportation practices which circumvent the 
regulatory objectives of the Interstate Commerce Act. In addition, it dis- 
criminates unfairly against shippers located at greater distances from a common 
market, The 10 percent passenger tax tends to discourage travel by common 
carrier and thereby to aggravate passenger deficits and the need for increased 
freight rates to offset such losses. 

Essentially, it is the responsibility of the Commission to administer and 
enforce the Interstate Commerce Act in a manner consistent with the national 
transportation policy. That policy, in part, is to promote “sound economic 
conditions in transportation” in order to preserve a national transportation 
system adequate to meet the needs of the commerce of the United States, of the 
postal service, and of the national defense. When it can be demonstrated that 
the tax policy of the United States is inconsistent with the national transportation 
policy, in fact injurious to it, we believe it to be our duty to recommend to the 
Congress an appropriate resolution of that conflict. Mindful of the revenue 
considerations which have led the Congress to retain these taxes, it is our 
view that their repeal is necessary to remove an unwarranted and unjust dis- 
crimination against for-hire carriers. It is our considered opinion that the 
country’s interest in and need for an adequate transportation system should be 
balanced against the resulting revenue loss, if indeed there will be any such 
loss. We shall hereinafter discuss the improbability of any substantial revenue 
loss as a result of the repeal of these taxes. 

The 3-percent excise tax on the amounts paid for transporting property for hire 
has been in effect since December 1, 1942. The tax was imposed in part as a 
revenue measure but primarily, we believe, to discourage nonessential shipping 
during the war when transportation facilities were at a premium. Significantly, 
a like 3-percent tax was adopted in 1917 during World War I. That tax, how- 
ever, was repealed in 1921, 3 years after the end of that war. Revenue received 
from the present tax has risen from $215,488,000 in fiscal year 1944 to $450,600,000 
in the year ending June 30, 1956. Those who have urged retention of the tax 
have done so solely on revenue grounds, not on the ground that the tax is fair 
or nondiscriminatory. 

While the tax is nominally at a rate of 3 percent, as applied its affect is 
much greater because each separate shipment involved in the processing of 
a commodity is subject to it. For example, the tax would apply on the ship- 
ment of raw materials to a plant, and again on the shipment of the finished 
products. Any intermediate or subsequent shipment of the property would 
also be subject to the tax. Because freight rates are generally higher on 
finished products than on raw materials, the 3-percent tax pyramids in the 
sense that the amount actually paid increases at each stage of production 
and distribution. To the extent that the tax is passed on to the ultimate con- 
sumer as part of the production cost, the cost of living of consumers is 
proportionately increased. To the extent that a shipper attempts to absorb 
the cost, a substantial inducement is held out to him to transport his products 
himself in order to avoid the tax. It will readily be seen that carriers subject 
to the tax are placed in a severe competitive handicap with private carriers 
not subject to the tax. 

The discriminatory effect of the tax on the highly competitive transportation 
industry where margins of profit are exceedingly low cannot be overemphasized. 
However, in addition to this prejudicial effect upon public carriers the tax 
results in an unfair discrimination against the distant shipper. While distances 
in and of themselves give a competitive advantage to the shipper closer to a 
market, the superimposition of a 3-percent transportation tax may well have 
the effect of foreclosing a market area to the shipper already faced with 
greater freight charges. For example, on a carload of apples from Seattle, 
Wash., to New York City, weighing 35,000 pounds, the tax is $23.21, whereas 
from Winchester, Va., to New York the tax on a like shipment of the same 
weight is $7.88. Other comparative figures are set forth in the appendix 
attached hereto. 

The primary concern of the Commission, however, arises from the fact that 
the tax is one of the major factors in an ever-increasing diversion of freight 
from public to private carriage. Yet it is on our public carriers that this 
Nation must primarily depend for essential transportation services. Ordi- 
narily, speed, cost and suitability will determine whether a shipper moves 








n of 
hire 
1 to 

the 
dis- 
mon 
mon 
ised 


and 
onal 
mic 
tion 
the 
that 
tion 
the 
nue 
our 
dis- 
the 
l be 
uch 
nue 


lire 
sa 
ing 
tly, 
OWw- 
ved 
000 
tax 
fair 


t is 
- of 
1ip- 
hed 
uld 

on 
the 
ion 
‘on- 

is 
orb 
icts 
lect 
ers 


ion 
ed. 
tax 
ces 
0 a 
ave 
ith 
tle, 
eas 
me 
dix 


hat 
cht 
his 
“di- 


ves 





GUARANTEED LOANS FOR COMMON CARRIERS 41 


his commodities by rail, motor, or water. As long as the inherent advantage 
of each is the criterion which governs the selection, there is no inconsistency 
with the national transportation policy. However, when the choice between 
transporting property by any form of for-hire carrier must be balanced against 
a 3-percent cost inducement held out to a shipper to move his own goods, 
clearly the tax policy is at odds with the national transportation policy. 

Information available to us indicates that the 3-percent cost differential 
may often be the decisive factor in causing shippers to switch to privately 
owned trucks. In the absence of service considerations, or meaningful economy 
of operation in which a 3-percent saving is a substantial amount, there would 
be little incentive for commercial and industrial firms to switch to private car- 
riage. In this connection, it is observed that the present average operating 
ratio (cost against revenue) of motor carriers subject to our jurisdiction is 
in excess of 96 percent. a 

The tax results in a further unjust discrimination. The volume producer 
or large shipper is in a position to underwrite the initial cost of securing 
his own vehicles, particularly when he is assured of a 3-percent cost saving. On 
the other hand, most small shippers cannot afford to own their own trucks and 
must, therefore, ship by public carriers. The net effect is that the small 
shipper, who has no election, must either absorb the 3-percent tax or not 
compete in the common market with the large shipper who operates his own 
vehicles. The small-business man labors under enough natural handicaps with- 
out being required to continue under this inequitable disadvantage. Needless 
to say, the well-being of the economy is dependent upon the well-being of 
shippers, large and small. 

Perhaps the most serious outgrowth of the trend toward private carriage 
has been the development of pseudo-private carriage. We refer to instances 
where the operator actually engages in for-hire transportation under the guise 
of private carriage. These operations take many forms. One of the most 
common is that in order to avoid the cost of an empty back haul, an operator 
goes through motions of purchasing commodities, ostensibiy for himseif, but 
actually for resale at cost plus a nominal transportation charge and, of course, 
without payment of the 3-percent tax. For example, a company with its own 
fleet of trucks makes a delivery of its own products from New York or Chicago 
to the west coast. Much of the economy of such an operation would be lost 
if the truck must return empty. The shipper purchases a truckload of canned 
goods or some other staple commodity, transports it to his home city, and then 
immediately resells it to a waiting purchaser. In the aggregate, the diversion 
of freight through this practice has reached disturbing proportions. While the 
3-percent tax can hardly be held primarily responsible for these activities, 
the incentive it provides to shippers to truck for themselves and the tax avoid- 
ance involved are wholly relevant factors. 

Finally, the cost of the carrier in collecting the 3-percent tax is not inconse- 
quential. For example, a witness for the Air Transport Association told your 
committee in 1953 that it cost the airlines an estimated $12 million to collect just 
the 10-percent tax on passenger fares during the period 1946 to 1952. Even 
a conservative equating of this figure to the cost of collecting the 3-percent 
property tax by railroads and motor carriers would produce a figure running 
into the millions of dollars annually. 

As pointed out above, revenue considerations have been largely responsible 
for the retention of this tax. Thus it becomes important to determine whether 
and to what extent the revenue of the United States might suffer if these taxes 
were repealed. 

The Government received over $450 million from the 3-percent excise tax 
during the year ending June 30, 1956. However, most persons who pay the 
tax may deduct it as a business expense in computing their income tax. In ad- 
dition, carriers who collect the tax may deduct the costs incurred. It is plain 
that when these matters are taken into consideration, the net revenue received 
is substantially less than the gross figure cited above. We have also pointed 
out that the transportation tax is a major inducement to shippers to transport 
their own property and that the diversion of traffic from public carriers subject 
to the tax is continually increasing. Thus, quite apart from its other in- 
equities, the tax is self defeating in that it tends to detsroy its own base. 
Intercity or long-haul operations by private carriers are by and large uneco- 
nomical, particularly in those instances where the vehicle returns empty. It 
has been estimated that repeal of the tax would result in a substantial diversion 
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of traffic back to for-hire carriers, resulting in profitable transportation upon 
which the Government would receive additional income tax. In total, it is 
our opinion that increased revenues from income taxes would offset to a very 
large extent, if not entirely, the loss of income which would result from repeal 
of this excise tax. 

Last November, Congressman Wright Patman, chairman of the House Select 
Committee on Small Business, recognized the present discriminatory situation 
and suggested that if the tax is not removed, then it should be applied “across 
the board,” that is, on private carriers as well as on for-hire carriers. The 
difficulty with this approach is that it fails to take into account the substantial 
practical problem of applying such a tax to private carriers since they maintain 
no tariffs and many of them do not even segregate their transportation costs. 
In these circumstances, without subjecting private carriers to substantial regula- 
tion, it would be difficult, if not impossible, to determine a cost figure upon 
which the tax could be assessed, assuming such a course were otherwise deemed 
desirable. 

With respect to the 10 percent excise tax on passenger travel, it is not dis- 
puted that this tax was designed primarily to discourage unnecessary wartime 
travel, and only secondarily as a revenue measure, although it produced ap- 
proximately $250 million in revenue in the year ending June 30, 1956. But 
one of the major problems facing the railroads is the continued deficit from 
passenger operations. This deficit is reflected, in part, in increasing freight 
rates to a point sufficiently high to offset the passenger losses, which in fiscal 
1956 amounted to almost $700 million on a fully distributed basis. To the extent 
that passenger travel is deterred by this tax and deficit operations perpetuated, 
higher freight rates become an almost certainty. Moreover, it seems grossly 
unfair to impose a tax which has the effect of penalizing those people who 
must travel long distances. The tax on a first-class plane or rail ticket from 
Los Angeles to Washington for example is almost $16, whereas from Pittsburgh 
the tax by plane is $1.47, and by rail with roomette $2.28. Why one who must 
cross the continent to come to the seat of his Government should be required 
to pay many times the tax of one living close by is not understandable. The 
privilege of doing business with one’s government should not be taxed according 
to the locale of one’s residence. In these circumstances, continuation of the 10 
percent passenger tax seems clearly contrary to the public interest. 

At the time this tax was imposed, those who had to travel had little alter- 

ative but to use common carriers. Passenger traffic was in excess of capacity, 

notwithstanding the deterrent effect of the tax. It was consistent with the 
interests of national defense. These considerations, however, are no longer 
pertinent. With a return to travel by automible, the need today is to en- 
courage, not discourage, travel by rail and motor carrier if only to alleviate 
congestion on the Nation’s highways. Except for rush-hour peaks, most common 
earriers are operating well below capacity, so that increased travel would not 
involve a proportionate increase in operating costs. Although the defense in- 
terest is no longer served by a present-day deterrent on travel, the need con- 
tinues to preserve an adequate passenger service by common carrier to meet 
the contingencies of any new emergency. 

In urging the repeal of these taxes, it should again be stressed that we are 
not unmindful of the revenue requirements of the Government. We believe, 
however, that the loss of revenue resulting from the repeal of these taxes would 
as indicated be offset to a considerable extent by additional receipts from 
other sources. Moreover, we are convinced that any possible loss of revenue 
would be more than offset by the public interest in strengthening and preserving 
a transportation system capable of meeting adequately the country’s need for 
service, both in peacetime and during emergencies, in conformity with the 
national transportation policy as declared by the Congress. 

We therefore urge that your committee give favorable consideration to the 
bills now pending before it which would repeal these taxes. 

Sincerely yours, 


Howarp FreaAs, Chairman. 
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ATTACHMENT TO APPENDIX I 


Differences in excise taxes on like shipments 
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Appenpix II 


SugsEects Upon WHICH StTupIEs SHOULD Be MADE AND TESTIMONY AND EVIDENCE. 
PRESENTED IN DocKEt No. 31954, RAILROAD PASSENGER TRAIN DEFICIT 


1. Historical development of the Commission’s present rules governing separa- 
tion of operating expenses between freight and passenger-train services; investi- 
gation of direct charges and allocation of common expenses required by such 
rules; whether, and in what manner and extent, such rules should be changed. 

2. A cost study to determine what part of the passenger deficit is attributable to 
the various kinds of passenger-train service, viz., parlor-car, dining-car, and 
sleeping-car operation, coach, commutation, head-end service, such as mail, ex- 
press, etc. (to be furnished by carriers). The extent of the cost studies will be 
determined later. 

3. A survey of the number of trains operated and the number of passengers 
carried on each train during a representative period (to be furnished by carriers). 

4. A review of the present and past rate structures to determine what has 
been the effect on gross passenger train revenue Wf any changed rate levels— 

either increased or decreased. 

5. Determination of the factors which affect the rate structures of airlines and 
buslines which are advantageous to these carriers as contrasted with the rail- 
passenger rate structure. 

6. An overall determination of the factors, other than rate levels, which tend 
to make passenger train operations profitable or unprofitable, in relation to motor- 
bus and air passenger operations. 

7. The effect of suburban development and the private automobile on the 
passenger deficit. 

8. Studies of the political and economic forces exerted upon the railroads to 
maintain commutation service and of the corresponding obligation of the public 
with respect to such service. 

9. Study of the extent, amount, and effect of Federal, State, and local taxa- 
tion on passenger-train service, equipment, and facilities, including excise taxes. 

10. Cost of constructing, maintaining, and operating railroad passenger 
terminal facilities and the influence thereof on the passenger-train service deficit. 

11. The extent and competitive effect of (@) direct and indirect Federal, State, 
and local aid; (b) Government policies with respect to passenger and head-end 
traffic. 

12. An anatysis of the experience of the carriers in discontinuing trains and in 
the abandonment of lines, stations, and agencies. 

13. Railroad passenger-train service and facilities in relation to the needs and 
requirements of the commerce of the United States, the postal service, and the 
national defense. 

14. A study of equipment depreciation schedules in relation to obsolescense 
and modernization of passenger-train equipment. 

15. Studies of what railroad management has done and plans to do in the way 
of improvement of equipment and service and the effect thereof on volume of 
passenger traffic. 


(Whereupon, at 11:20 a. m., Monday, April 28, 1958, the subcom- 
mittee proceeded with other business. ) 
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TUESDAY, APRIL 29, 1958 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON TRANSPORTATION AND COMMUNICATIONS, 
OF THE COMMITTEE ON INTERSTATE AND ForeigN CoMMERCE, 
Washington, D. C. 

The subcommittee met at 2 p. m., pursuant to call, in room 1334, 
New House Office Building, Hon. Oren Harris (chairman) presiding. 

The CHamrmMan. The committee will come to order. 

The committee is meeting this afternoon to resume hearings in 
connection with problems affecting the transportation system, par- 
ticularly the common-carrier service of the country. Again I might 
say we have had numerous bills and proposals befegs the committee, 
and extensive hearings have been held on a good many of them. 
Efforts have been made to work out some of these tremendous problems 
over a long period of time. 

This meeting this afternoon was arranged to hear the Secretary of 
Commerce in a presentation of a proposal which was announced by 
him a few days ago in a letter to the Subcommittee on Surface Trans- 
portation of the Senate, and this I understand is the proposal of the 
administration. 

Mr. Secretary, we welcome you to this committee again; as a matter 
of fact, I believe this is your first appearance before this committee 
during this Congress—certainly during this session. And we are 
very glad to have made this arrangement for your appearance this 
afternoon with members of your staff and those associated with you 
in view of some of the problems that you have. 

Realizing your time element here, we shall be glad to hear you 
without further delay on the administration proposal regarding 
transportation problems. 


STATEMENT OF HON. SINCLAIR WEEKS, SECRETARY OF COMMERCE, 
ACCOMPANIED BY LOUIS S. ROTHSCHILD, UNDER SECRETARY FOR 
TRANSPORTATION, AND FREDERICK C. NASH, GENERAL COUNSEL, 
DEPARTMENT OF COMMERCE 


Secretary Weeks. Well, Mr. Chairman, it is a great pleasure to be 
here. I have not been here this session, but I recall a very pleasant 
session I had with the committee a couple or 3 years ago on this same 
general topic. As you know, on April 22 I submitted to the Surface 
Transportation Subcommittee of the Senate Committee on Interstate 
Commerce a letter outlining this program. I have a copy of the letter 
and will submit it for the record, if I may at this time. It may be 
of use to you. 

27361—58——-4 45 
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The Cuamman. Very well. Let it be received and put into the 
record. 

(The letter referred to is as follows :) 

THE SECRETARY OF COMMERCE, 
Washington, April 22, 1958. 
Hon. Greorce A. SMATHERS, 
Chairman, Surface Transportation Subcommittee, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear Mr. CHAIRMAN: This letter is submitted in connection with your sub- 
committee’s study of the deteriorating railroad situation. You were very kind 
to invite me to appear in person before your subcommittee to testify concerning 
this important problem. I regret that I was unable to do so. This letter embody- 
ing the administration’s views is being sent instead. I sincerely hope that you 
will find it helpful. 

The difficulties presently besetting the railroads stem in part from the current 
downturn in general economic activity. This downturn accounts for much of the 
sharp decline in carloadings since last September. There are, however, other 
cause of longer standing which have acted as a depressant upon the transportation 
industry and upon the railroad industry in particular. 

Many steps have been taken to promote general recovery of the economy and 
it is expected that the desired improvement will not be long deferred. 

But however effective these measures may be, they will not solve the special 
problems of the transportation industry. For these special problems, special 
solutions are required. Although the solutions recommended below are intended 
to meet the needs of the railroad industry, they will, when placed in effect also 
help to strengthen the transportation industry as a whole and to further the 
general objective of renewed and vigorous national economic growth. 

Some indication of the gravity of the situation confronting the transportation 
industry, and the railroads in particular, appears in the following statistics. 
While corporate sales in all other industries, measured in dollars, increased about 
3% times between 1929 and 1956, transportation sales, similarly measured, in- 
creased less than half that much. During the same period, corporate income 
after taxes in all other industries increased about 114 times but in transportation 
corporate income after taxes decreased about 50 percent. These declines occurred 
despite the fact that total intercity ton-miles of freight carried by all means of 
transportation more than kept pace with the growth in gross national product 
and despite the fact that total intercity passenger transportation by all kinds of 
carriers grew more than twice as fast as population. 

In the railroad industry, the average ratio of operating income to operating 
revenue declined from 1929 to 1956 from about 18 percent to about 10 percent— 
even though ton-miles of intercity freight carried by the railroads increased. 

The administration is convinced that, while the special problems of the rail- 
roads are in part due to increased competition and ill-advised practices of man- 
agement and others, they are also due to long-standing governmental policies— 
Federal and local, regulatory and otherwise—which have served to decrease 
their revenues, increase their costs and foreclose to them and to the public the 
benefits of increased efficiency which otherwise might have been achieved. 

The administration, accordingly, makes the following recommendations and 
urges their prompt consideration by the Congress. 

1. Enlarged ICC jurisdiction over curtailment of services.—The Interstate 
Commerce Commission should have original and appellate jurisdiction over all 
curtailments of service and facilities affecting interstate commerce, including 
curtailments of passenger and commuter service and facilities. 

2. Redefinition of private motor carriage—The definition in the Interstate 
Commerce Commission Act of “private carrier by motor vehicle” should be 
amended to preclude the unfair competition which occurs today when certain 
for-hire carriers operate in the guise of private carriers. 

3. Clarification of the agricultural eremption.—The agricultural exemption in 
the Interstate Commerce Act should be clarified with the object of accommodating 
the real needs of agriculture while preventing undue diversion of traffic from 
regulated carriers. 

4. Revised Federal ratemaking policies —Federal ratemaking policies should 
be revised to encourage more service and price competition while providing ade- 
quate minimum regulation. 
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5. Temporary financial assistance—Federal guaranties (1) of short-term 
private loans for cost-saving capital additions to, and improvement of, plant, 
facilities and equipment other than rolling stock (not to exceed $500 million), 
and (2) of equipment obligations for purchase of improved freight cars, up to 
10 percent of the purchase price (not to exceed $200 million). 

The administration recognizes that, even if immediately effective, the first four 
recommendations will not for several years fully achieve their intended results. 
The railroads, however, must be able at once to commence cost-saving programs 
which are not possible, without interim assistance, until the first four recom- 
mendations achieve substantial results. Recommendation No. 5 is intended to 
make such cost-saving programs immediately possible. 

The last recommendation must be regarded, however, as integral with the 
others. Its financial soundness depends on the increased earnings expected to 
result from the preceding measures. 

The repeal of Federal excise taxes on the transportation of persons and prop- 
erty, and the shortening for income tax purposes of depreciation schedules, while 
advantageous to transportation interests, should be considered only as part of 
a general tax revision program consistent with overall fiscal policy. No recom- 
mendations are, therefore, being made in this area at this time. 

There follows a detailed explanation of each recommendation. 


ENLARGED ICC JURISDICTION OVER CURTAILMENT OF SERVICES 


Rail carriers suffering deficits from the operation of persistently unprofitable 
services and facilities have requested that the Interstate Commerce Commis- 
sion be authorized to permit the discontinuance or curtailment of such services 
and facilities when pubile need therefor no longer exists. Competing air, motor, 
and water carriers, as well as shippers, have supported the railroads in this 
request. 

Continued operation of unprofitable services and facilities places an unreason- 
able burden on shippers as well as on carriers. For example, losses from pas- 
senger train services, which have been estimated to be as high as $750 million 
a year, must be recouped. to the extent possible from freight operations. The 
result is higher freight rates. Moreover, increased freight rates divert traffic 
to carriers not encumbered by these unprofitable operations, thus deepening the 
railroads’ troubles by depriving them of the traffic they are best adapted to carry 
at a profit. 

Rail carriers have been unable to avoid these burdens primarily because of the 
inability or failure of State regulatory bodies to act promptly or at all in author- 
izing the discontinuance or curtailment of unprofitable operations. The Interstate 
Commerce Commission has jurisdiction to authorize the abandonment of “all or 
any portion of a line of railroad, or the operation thereof,” but it does not have 
authority to permit carriers merely to discontinue or curtail a service. This 
authority, where it exists at all, is vested in State regulatory commissions. Even 
where they do have the authority, State commissions, because of pressure from 
local interests, have too often been reluctant to permit a discontinuance or cur- 
tailment. In some instances, such as those involving commuter traffic, the State 
commissions have not acted to evolve an alterative form of relief for the railroads. 

The Presidential Advisory Committee on Transport Policy and Organization, 
recognizing the need for such relief, recommended that the Interstate Commerce 
Commission be empowered to set aside certain State service requirements if 
continuance of such service would result in a net revenue loss or otherwise unduly 
burden interstate and foreign commerce and if reasonably adequate alternative 
service would be available. Legislation to implement this recommendation was 
incorporated in bills submitted by the Department of Commerce during the 84th 
and 85th Congresses. Extensive hearings were held on the House bill during the 
84th Congress, but no action has been taken on the Senate bill, S. 1457. 

S. 1457 would vest the Commission with authority over railroad services or 
facilities in intrastate commerce comparable to that which it now has under 
the Interstate Commerce Act over State imposed intrastate rates, fares, charges, 
ete., which are found to be an undue burden on interstate commerce. Such 
authority would be appellate in nature, for the Commission could not act until 
«u State regulatory body denied an application for discontinuance or curtailment 
of a service or facility, or failed to act within 180 days after filing of such an 
application. 

The administration is convinced that the Interstate Commerce Commission 
should also be given original jurisdiction over the discontinuance or curtail- 
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ment of services and facilities. The continued operation of an unprofitable rail 
service ceases to be a problem for exclusive State or local solution when it im- 
poses an undue burden on interstate commerce. It would also appear that the 
interests of interstate rail carriers or shippers should not be determined, even 
initially, by State commissions where concurrent action by several State com- 
missions would be required to effect the curtailment or discontinuance or where 
a State commission has previously demonstrated a clear inability or unwilling- 
ness to give proper recognition to interstate interests. 

tiving the Interstate Commerce Commission both original and appellate juris- 
diction would permit carriers to apply either directly to Federal authority or to 
a State commission without losing their Federal remedy. 

The administration recommends, therefore, that the Interstate Commerce Com- 
mission be given both original and appellate jurisdiction to authorize the cur- 
tailment or discontinuance of rail services (including commuter services), and 
the abandonment of facilities used in connection therewith, which are in intra- 
state or interstate commerce and which impose an undue burden on interstate 
commerce, provided that reasonably adequate alternative services are available. 


REDEFINITION OF PRIVATE MOTOR CARRIAGE 


Rail carriers have protested that for-hire transportation performed under 
the guise or subterfuge of private carriage is unjustifiably diverting traffic from 
regulated for-hire carriers and is disrupting their rate structures. The railroads 
have been joined by other regulated for-hire carriers in requesting that the 
Interstate Commerce Act be amended to afford relief from this abuse. 

The activity denounced by the railroads usually takes the form of what is 
known as the buy-and-sell method. Bills of sale, invoices, etc., are issued to make 
it appear that the property being transported belongs to the owner of the vehicle 
transporting it. Also, manufacturers and mercantile establishments, which de- 
liver in their own trucks articles they manufacture or sell, quite frequently pur- 
chase merchandise at or near their point of delivery and transport it to their 
home terminal for sale to others. 

The Interstate Commerce Commission has stated that private carriage used 
as a subterfuge for public transportation constitutes a growing menace to ship- 
pers and carriers alike, is injurious to sound public transportation, promotes 
discrimination between shippers, and threatens sound rate structures. 

Although certain of these operations have been struck down by the courts, 
there is no uniformity in the decisions. The Commission, in its annual reports 
since 1953, has stated that it cannot “effectively cope with this problem without 
some changes in the act.” Last year the Commission for the first time submitted 
legislation to meet this problem. Hearings on the bill (S. 1677) were held in the 
Congress, but no further action has been taken. 

The Presidential Advisory Committee on Transport Policy and Organization 
previously had recommended relief from these evils by an amendment of the 
Interstate Commerce Act definition of “private carrier by motor vehicle.” Legis- 
lation incorporating this recommendation (S. 1457) was introduced in the 84th 
and 85th Congresses. Except for hearings in the House during the 84th Con- 
gress, no further action has been taken. 

The Commission and the Department of Commerce have repeatedly made it 
clear that the legislation submitted by them is not designed to affect bona fide 
private carriage. Despite these assurances, certain groups of private carriers 
oppose this legislation. They contend that the problem is one of enforcement 
rather than legislation, and that any modification of existing law would upset 
the “primary business test’ applied in Brooks Transportation Co. v. United 
States (340 U.S. 925). 

No extended comment on the first of these objections is required. The Com- 
mission has stated time and time again that it cannot cope with the problem 
without legislation. The Commission reiterated this view in testimony on March 
28, 1958. 

To meet the second objection, the Transportation Association of America at the 
hearings on 8. 1677 presented an alternative proposal which would amend the 
Interstate Commerce Act to incorporate the primary business test. The Com- 
mission stated on March 28 that it was already on record in support of either 
S. 1677 or the TAA proposal if modified in certain minor respects. Certain of the 
rail carriers have also endorsed the TAA proposal. 


The Department of Commerce stated at the hearings on S. 1677 that certain 
phrases in that bill would be difficult to interpret and administer. The De- 
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partment also stated, however, that it did not seek only its own bill (S. 1457), 
and that it would be agreeable to an alternative proposal which would accom- 
plish the Advisory Committee’s objective. 

To enhance the probability of legislation in this field, the administration 
recommends enactment of the TAA proposal, modified as suggested by the 


Commission. 
AGRICULTURAL COMMODITIES EXEMPTION 


There has been considerable controversy with respect to the “agricultural 
commodities exemption” embodied in section 208 (b) (6) of the Interstate Com- 
merce Act. The railroads and regulated motor carriers, as well as the Interstate 
Commerce Commission, contend that Congress did not intend that the ex- 
emption include processed commodities such as some of those declared by the 
courts in recent years to be exempt. They maintain that Congress intended the 
exemption merely to serve as an aid to the farmers in marketing their products. 

Some agricultural interests contend, on the other hand, that Congress intended 
that many processed (but not manufactured) agricultural commodities be ex- 
empt. They cite the need for flexibility in marketing agricultural commodities, 
including processed commodities. 

The regulated transportation groups are also concerned lest the exemption be 
further broadened by judicial interpretation to include additional significant 
groups of commodities, such as canned foods. Major agricultural interests have 
indicated that they do not seek further substantial broadening of the exemption, 
and there appears to be no evidence that any producing groups desire such further 
broadening. 

In view of the situation which currently exists, the administration recommends 
that Congress take action which would remove the threat of further expansion 
of the exemption while still retaining for agriculture the benefits which accrue 
from the use of exempt motor carriers in marketing those commodities presently 
considered exempt. 

REVISED FEDERAL RATE-MAKING POLICIES 


The revolution which has taken place in the transportation industry is de- 
scribed in the report of the Presidential Advisory Committee on Transport Policy 
and Organization. Even as late as 1920, the railroads enjoyed a virtual monopoly 
of intercity transportation. Since that time, however, a wide selection of trans- 
portation facilities for the carriage of persons and property has developed. The 
result is that today extensive competition exists throughout the economy among 
modes of transportation. 

The Advisory Committee’s report noted that, notwithstanding this revolution, 
governmental policies still held “regulated competitive forces within a tight rein.” 
The Committee recommended relaxation of those reins to reflect present day 
realities. It held that the changed character of transport organization and the 
development of greatly increased regulated and unregulated service and cost 
competition made it unnecessary, in the public interest, to continue the contem- 
porary scope of rate controls. 

As a first and essential step it was recommended that the national transporta- 
tion policy be revised so as (1) to assure the maintenance of a national trans- 
portation system adequate for an expanding economy and for the national secu- 
rity, (2) to place greater reliance on competitive forces in transportation pricing, 
(3) to reduce economic regulation of transportation to the minimum consistent 
with the public interest, and (4) to assure fair and impartial economic regulation. 

The report also recommended repeal of the rule of rate making (Sec. 15a of the 
Interstate Commerce Act) and continuation of regulatory authority : 

(1) To prescribe for common carriers subject to the Interstate Commerce 
Act minimum rates which would not be less than just and reasonable; 

(2) To prescribe for such common carriers maximum rates which would 
not be more than just and reasonable; and 

(3) To review existing and future rate relationships, including those be- 
tween intrastate and interstate commerce, and where necessary, to require 
their adjustment to avoid unjust discrimination or undue preference. 

These recommendations were embodied in bills introduced in the 84th and 85th 
Congresses. None has been enacted. 

The objectives underlying them, nevertheless, are still of the utmost importance 
today. Competition constitutes a main source of our economic strength. Unless 
regulatory policies permit maximum competition consistent with the admittedly 
necessary regulation of carriers who owe their existence to Government franchise, 
our transportation system will be still further weakened. 
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The Interstate Commerce Commission seems to regard some price and service 
competition as an effective means of channeling traffic to modes of transportation 
best adapted to handle it. The Commission, however, does not appear to realize 
the full value of price and service competition as a source of strength for the 
system. Predatory competitive practices are recognized by the Commission as 
evils it has a duty to eliminate; but it condemns as predatory, competitive prac- 
tices which elsewhere in the Government and the economy would be considered 
legitimate and a source of strength. 

For example, the Commission apparently holds the view that in order to main- 
tain a strong transportation system, as it is directed to do by the Congress, it 
must protect the lower cost carrier by preventing the higher cost carrier from 
reducing its rates below those of the former more than is necessary to compensate 
for differences in service. The Commission seems to have applied this principle 
particularly where the commodity involved, because of value or other character- 
istics, can stand a higher rate than would otherwise be set on the basis of mere 
size, weight, and shape. This theory appears to be justified by the Commission 
on one or more of several grounds. It is claimed that price wars can best be 
prevented by stopping them before they start; or that the low-cost carrier’s 
profits must be protected to offset losses elsewhere; or that the public interest 
would not be served by a diversion of such traffic from a low-cost to a supposedly 
less efficient (higher cost) carrier. Whatever the reason, competition is out- 
lawed which would not be considered predatory outside of the transportation 
industry. 

Conceding that in some respects these policies are paternalistic, the Commis- 
sion appears to justify them partly on the ground that competitors need this 
kind of protection to prevent them from destroying themselves by competitive 
excesses. 

This philosophy is not consistent with our basic economic principles and cannot 
be justified by the fact that carriers are public utilities which depend for their 
existence on Government franchise. 

To be prevented from destroying itself, competition admittedly needs regula- 
tion, but not regulation that injures or destroys what it seeks to preserve. Be- 
yond the utility and transportation fields, the antitrust laws prevent competitors 
from adopting practices which tend to eliminate competition or which have as 
an object the injury or destruction of a competitor. This type of regulation and 
this type alone is all that the Interstate Commerce Commission need apply (pos- 
sibly with some adaptation) to prevent competitive excesses without preventing 
competition. 

The legislation to implement the recommendations of the Presidential Advisory 
Committee in this area somewhat exceeded this limited requirement. It em- 
bodied the so-called three-shall-not rule which, if enacted, would have prevented 
the Commission, in determining what is less than a reasonable minimum charge, 
from considering (1) the effect of the charge in question on the traffic of an- 
other carrier, (2) its relation to the charge of any other carrier, and (3) whether 
the charge were lower than necessary to meet the competition of any other 
carrier. 

Unde this rule the Commission would appear helpless to prevent practices by 
carriers which could be stopped under the antitrust laws if the competitors were 
not carriers. A three-shall-not rule, if made applicable outside the transportation 
field, would seem to conflict with provisions of the antitrust laws applicable to the 
rest of industry, which require consideration of the effect of unreasonably low 
prices on competition. 

The legislation to implement the Presidential Advisory Committe report was 
offered merely as a study document for the consideration of the Congress. The 
administration has also had it under study. As a result, it is now making a 
recommendation in place of the three-shall-not rule. 

The recommendations of the Presidential Advisory Committee set forth above 
on page 9 are repeated. Instead of the three-shall-not rule, it is urged that the 
Congress enact legislation which would permit the Interstate Commerce Commis- 
sion, in determining what is less than a reasonable minimum charge, to take 
into consideration the effect of a rate on competition or on a competitor only 
where its effect might be substantially to lessen competition or tend to create 
a monopoly in the transportation industry or where the rate was established for 
the purpose of eliminating or injuring a competitor. 

Acting under the guidance of a revised policy declaration emphasizing re- 
liance on competitive factors in ratemaking, the Commission would then create 
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an atmosphere in which price and service competition would produce better 
service at a lower cost and at the same time encourage the sound growth of all 
elements of the transportation system. 


TEMPORARY FINANCIAL ASSISTANCE 


For various reasons, many railroads have been unable adequately to modernize 
and improve their plant, facilities, and equipment, including rolling stock. In 
times of good business, railroads have often suffered a shortage of freight 
ears; and, in periods of both good and bad business, substantial economies which 
could have been brought about by the purchase and use of improved facilities, 
equipment and freight cars have been deferred or given up because of lack of 
money. Many of these improvements would earn substantial rates of return 
on the investment, but the funds to finance them have not been available. 

1. In order to assist in making additional investment capital available to 
railroads which have been unable otherwise to secure it, the Government should 
be authorized to guarantee up te 100 percent of loans by private lending 
institutions in an aggregate amount not to exceed $500 million, the proceeds 
of which would be available for capital additions to and improvements of plant, 
facilities, and equipment other than rolling stock. Such loans should have a 
maturity of not more than 5 years. To be eligible for such a loan, the borrower 
should be required to establish that the anticipated savings from the additions 
or improvements would in 5 years be sufficient to equal or exceed the amount of 
the loan. 

Such a guaranty would be made by the Secretary of Commerce on terms and 
conditions prescribed by him with the approval of the Secretary of the Treasury, 
but only after the Secretary of Commerce has satisfied himself— 

(a) Upon consultation with the Interstate Commerce Commission, that 
the proposed capital additions and improvements are feasible and should 
result in the required savings ; 

(b) That the railroad has actively sought to obtain the needed funds 
from private sources and has been unable to obtain them on reasonable 
terms otherwise than with the requested Government guaranty; and 

(c) That there is reasonable assurance of repayment of the loan. 

2. In order to assist in increasing the available supply of freight cars, the 
Government should be authorized to guarantee equipment obligations of indi- 
vidual railroads or groups of railroads issued for the purpose of financing the 
acquisition of freight cars. Each guaranty should be limited to not more than 
10 percent of the purchase price and the aggregate amount of all guaranties 
should not exceed $200 million. These guaranties should, to the extent possible, 
be confined to purchasers who will specify improved performance capabilities 
when placing their orders. 

Such a guaranty would be made by the Secretary of Commerce on terms and 
conditions prescribed by him with the approval of the Secretary of the Treasury, 
but only after the Secretary of Commerce has satisfied himself— 

(a) Upon consultation with the Interstate Commerce Commission, as 
to the improved performance capabilities of the freight cars to be purchased; 

(b) That the railroad or group of railroads would not be able to make 
the purchase, or obtain the funds therefor, on reasonable terms otherwise 
than with the requested Government guaranty; and 

(c) That there is reasonable assurance of payment of the equipment 
obligations to be guaranteed. 

The authority of the Secretary of Commerce under both 1 and 2 above should 
terminate on June 30, 1961. 

The administration recommends, therefore, that legislation be enacted au- 
thorizing the Secretary of Commerce to guarantee loans and equipment obliga- 
tions as outlined above. 

The Secretary of Commerce should render semiannual reports of his operation 
under these authorities to the President and the Congress. 

In conclusion, I should like to comment on some other suggested solutions of the 
railroad problem. 

One such solution relates to mergers and consolidations. The law as it now 
stands permits mergers and consolidations of common carriers where the Inter- 
state Commerce Commission finds such mergers and consolidations to be con- 
sistent with the public interest. Where the Commission has made such a find- 
ing, the antitrust laws do not apply. The administration concludes, therefore, 
that existing law does not unduly interfere with the opportunity w werge una 
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consolidate, and that, while merger or consolidation would doubtless be ot 
substantial benefit to some segments of the railroad industry and should where 
appropriate be encouraged, no legislative change is necessary. 

Another suggested solution is the imposition of charges on competitors of the 
railroads and others who use transportation facilities supported by the Federal 
Government. The administration recently transmitted proposed legislation 
to the Congress for a program of charges on the users of the Federal airway 
system. The Department of Commerce has underway a study of the question 
of imposition of charges on the users of federally improved inland waterway 
facilities. Charges are now collected by the Federal Government from the 
users of Federal-aid highways and the Department of Commerce at the request 
of Congress is currently engaged in a study of the equitable distribution of high- 
way costs among the several classes of highway users. The administration, 
therefore, is not recommending anything further in this area at this time. 

In this connection, it should be made clear that highway-user charges, pro- 
posed airway-user charges and possible additional user charges, although they 
might conceivably have a beneficial effect on railroads, are not and should not be 
fixed or collected by the Federal Government to achieve any such effect. Instead, 
they are to provide and only to provide appropriate payment for such Government 
improvements by those who benefit from them. 

The administration is confident that the measures recommended by it here 
will be of material assistance in solving the special problems of the railroads and 
in strengthening the transportation industry as a whole. 

Sincerely yours, 
SINcLAIR Weeks, Secretary of Commerce. 

Secretary Werks. Your committee is quite familiar with the ad- 
ministration’s concern with problems confronting regulated common- 
carrier transportation, including the railroad industry. I have 
already touched on the hearings that we had in 1955 and 1 56, and 
the legislation submitted at that time is now before your committee. 

‘he Congress, while not acting on the principal recommendations 
of the Report of the Presidential Advisory Committee on Transport 
Policy and Organization affecting the general scope of common- 
carrier regulation, has enacted limited amendments to the Interstate 
Commerce Act which parallel some of our previous recommendations. 

Despite these modest gains, many of the regulated common-carrier 
problems remain. The financial condition of the railroads, in par- 
ticular, has been deteriorating and the marked diversion of traffic 
from public transportation to private and unregulated carriers 
continues. 

The administration is convinced that current regulatory policies 
which help promote the loss of profitable traffic by regul: ated common 
carriers to unregulated transportation and which prevent or unduly 
delay the elimination or curtailment of unprofitable services or facili- 
ties by such regulated carriers, particularly the railroads, is detri- 
mental to the public interest. 

The administration is equally convinced that regulatory policies 
which tend to foster the movement of traffic at higher costs than 
necessary are an undue burden upon the public. Such policies have 
the doublebarrelled effect of unnecessarily raising the cost of pro- 
duction and distribution and of encouraging shippers to use unregu- 
lated transportation. 

The Administration’s proposals for revision of regulatory policy, 
if enacted, would help strengthen the regulated transportation indus- 
try asa whole and benefit the public it serves. They would provide 
a regulatory environment for fair and vigorous price and service 
competition in which each form of public transportation would have 
a more equitable opportunity to bid for the traffic which each is best 
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adapted to transport. .They would provide a real incentive for car- 
riers to improve their transport capabilities. 

The administration is also presenting a program for temporary 
financial assistance for railroads. 

Each of the administration’s recommendations must be regarded 
as integral with the others. In this connection, I would like to quote 
from the President’s letter, which I also sent to the Senate Surface 
Transportation Subcommittee : 

The recommendations made by the administration to solve the railroad prob- 
lem and strengthen the transportation industry are, in my judgment, sound. 
The soundness of the proposal for temporary financial assistance depends, of 
course, upon the increased earnings expected to result from the other proposals. 
Adoption of the former without the latter would, therefore, be quite undesirable. 

All the recommendations should be enacted into law with dispatch. I hope 
that no effort will be spared to achieve this result. 

Legislative proposals implementing the administration’s recom- 
mendations are, where appropriate, being prepared, and will be sub- 
mitted shortly. 

I will now discuss some of the details of these recommendations. 

Enlarged jurisdiction of Interstate Commerce Commission over 
curtailment of services: Rail carriers have for many years suffered 
deficits from the operation of unprofitable services and facilities. 
These deficits have continued to increase. Losses from passenger- 
train services alone have been estimated to be as high as $750 million 
a year. 

This places an unreasonable burden on shippers, as well as on car- 
riers. Most of these losses must be recouped. The result is higher 
freight rates. Increased freight rates divert traffic to carriers not en- 
cumbered by unprofitable operations. This worsens the situation of 
the rail carriers by depriving them of traffic which they are best 
adapted to carry. 

One of the major reasons why rail carriers have been unable to 
avoid the burden of these operations has been the inability or failure 
of State regulatory bodies to act promptly, or at all, in authorizing 
the discontinuance or curtailment of unprofitable operations. The 
Interstate Commerce Commission has jurisdiction to authorize the 
abandonment of “all or any portion of a line of railroad, or the 
operation thereof,” but it does not have the authority to permit car- 
riers merely to discontinue or curtail a service. This authority, where 
it exists at all, is vested in State regulatory commissions. Even 
where State commissions do have such authority, they have often 
been reluctant, because of pressure from local interests, to permit a 
discontinuance or curtailment. In some instances, such as those in- 
volving commuter traffic, the State commissions have failed to give 
adequate assistance in the development of an alternative form of 
relief for the carriers. 

The Presidential Advisory Committee on Transport Policy and Or- 
ganization recognized the need for such relief, and recommended that 
the Interstate Commerce Commission be given power of an appellate 
character to set aside certain State service requirements where State 
authorities refused or failed to authorize discontinuance or curtail- 
ment. This recommendation would have vested the Commission with 
authority over railroad services or facilities in interstate commerce 
comparable to that which it now has under the Interstate Commerce 
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Act over State-imposed intrastate rates, fares, charges, and so forth, 
which are found to be an undue burden on interstate commerce. 

Certain organizations of rail carriers and shippers have testified 
before your committee in support of enactment of legislation on this 
subject. The Interstate Commerce Commission also advised your 
committee and the Senate subcommittee that it would have no objec- 
tion to enlargement of the scope of its jurisdiction in this respect. 

Air, motor, and water carriers, as well as shippers, have supported 
the rail carriers in this matter at the recently concluded hearings 
by the Senate subcommittee. 

The administration recommends that the Interstate Commerce Com- 
mission be given original, as well as appellate, jurisdiction over the 
discontinuance or curtailment of services and facilities, provided that 
reasonably adequate alternative services are available. Continued 
operation of an unprofitable service ceases to be a problem for ex- 
clusive State or local solution when it imposes an undue burden on 
interstate commerce. Interests of interstate carriers or shippers 
should not be determined, even initially, by State commissions where 
concurrent action by several State commissions would be required to 
effect the curtailment or discontinuance, or where a State commis- 
sion has previously demonstrated a clear inability or unwillingness 
to give proper recognition to interstate interests. 

Redefinition of private motor carriage: As this committee is well 
aware, an increasing number of vehicles are being used in for-hire 
motor transportation under the guise of private carriage. This is 
done to evade economic regulation. 

As the Commission has pointed out, the subterfuge usually employed 
is what is known as the buy-and-sell method. Bills of sale, invoices, 
or other documents, are issued so as to make it appear that the prop- 
erty being transported belongs to the owner of the vehicle transport- 
ing it. In many instances the property has been sold to the con- 
signee before the transportation takes place. Manufacturers and 
merchants are also following somewhat similar practices when they 
quite frequently purchase merchandise at the end of a haul for trans- 
portation back to their own terminal for sale to others. Thus, they 
receive compensation for what otherwise would be an empty return 
movement of their trucks. 

These practices operate to the competitive disadvantage of reg- 
ulated carriers. Although certain of these operations have been held 
unlawful by the courts, there is no uniformity in the decisions. 

Legislation obviously is required in order to assist the Commission 
in overcoming these difficulties. 

Your committee has before it a bill, H. R. 5825, which would amend 

the definition of “private carrier of property by motor vehicle” con- 
tained in section 203 (a) (17) of the Interstate Commerce Act by 
the addition of a proviso to the effect that— 
a person who purchases, transports, and sells property for the purpose of fos- 
tering a highway transportation business is engaging in a public transportation 
service and shall, nevertheless, be included within the terms “common carrier 
by motor vehicle” or “contract carrier by motor vehicle.” 

This Department believes that certain phrases in H. R. 5825 would 
be difficult to interpret and administer. 
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Although the Advisory Committee made a recommendation and 
implementing legislation is before your committee, the Department 
does not contend that this constitutes the only method of achieving 
this objective. 

In order to enhance the probability of legislation in this field, the 
administration recommends that a proposal advanced by the Trans- 

ortation Association of America at hearings on S. 1677, a companion 
pill to H. R. 5825, be enacted if modified as suggested by the Interstate 
Commerce Commission. 

This proposal would not amend the definition of “private carrier 
of property by motor vehicle” but would write into the act the “pri- 
mary business” test applied by the courts in determining whether 
persons are “private carriers” as distinguished from “common carriers” 
or “contract carriers” under the act. The Supreme Court has held 
(Brooks Transportation Co. v. United States, 340 U. S. 925) that the 
determining factor is whether the primary business of a transporter 
with respect to the property carried is transportation, or some other 
business activity to which transportation is merely incidental. 

The “primary business” test would be written into the act by addi- 
tion of the following at the end of section 203 (c) : 
nor shall any person in any other commercial enterprise transport property by 
motor vehicle in interstate or foreign commerce unless such transportation is 
solely within the scope and in furtherance of a primary business enterprise 
(other than transportation) of such person. 

Section 203 (c) now prohibits, subject to certain exceptions not 
pertinent, any person from engaging in any for-hire transportation 
business by motor vehicle unless such person is either certificated as a 
common carrier or holds a permit as a contract carrier. Writing the 
“primary business” test into the section in this manner would make it 
clear that buy-and-sell operations and back-haul movements do not 
fall within the scope of private carriage. At the same time, it would 
leave bona fide private carriage undisturbed. 

The Commission has testified before the Senate Subcommittee on 
Surface Transportation that it would have no objection to enactment 
of the proposal if it were modified in certain respects. The principal 
suggestion of the Commission was that a proviso be added to the effect 
that a “primary business enterprise” may not be the business of trans- 
portation, nor the purchase, transportation, and sale of property for 
the purpose of fostering a highway transportation business. The 
Commission also had certain other minor suggestions. 

Althopgh the Commission and the Department of Commerce have 
veptaledly stated that legislation submitted by them is not designed 
to affect bona fide private carriage, certain groups of private carriers 
oppose any legislation on this subject. These carriers contend that 
any modification of existing law would upset the “primary business” 
test, and that the problem is one of enforcement rather than legislation. 

Incorporating the “primary business” test into the act as proposed 
would meet this first objection. The second objection appears to be 
without merit since the Commission has stated time and time again 
that it cannot cope with this problem without legislation. 

Agricultural commodities exemption: Section 203 (b) (6) of the 
Interstate Commerce Act exempts from regulation motor vehicles used 
in carrying ordinary livestock, fish (including shellfish), or agricul- 
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tural (including horticultural) commodities (not including manufac- 
tured products thereof). 

The Supreme Court has said that the purpose of this exemption, as 
it now reads, was to preserve the advantage of low cost transpor tation 
to the farmer. How ever, since its enactment the exemption has been 
expanded. 

The Supreme Court has held this exemption to be applicable so 
long as the commodity retains a continuing substantial identity 
through the processing stage. Thus, although the statute provides 
that “manufactured products” are excluded from the exemption, the 
lower courts, adopting the “continuing substantial identity rule” laid 
down by the Supreme Court have held such commodities as frozen 
whole eggs; dried egg powder; dried egg yolks; fresh-cut-up vege- 

tables in cellophane bags; fresh vegetables washed, cleaned, and 
packaged in cellophane bags or boxes; fruits or vegetables (quick 
frozen) ; shelled peanuts; killed and picked poultry (although not 
drawn); beans (packaged, dried artificially or packed in small con- 
tainers for retail trade); dried fruits (dried mechanic ally or arti- 
ficially) ; peaches peeled, pitted, and placed in cold storage in un- 
sealed containers; strawberries canned in syrup in unsealed con- 
tainers and placed in cold storage; milk, skimmed, vitamin D; milk, 
powdered ; buttermilk ; frozen milk and cream. 

The lower courts have so far held to be nonexempt, slaughtered 

cattle; hides, fresh meat; meat products; cottage cheese; cream cheese ; 
butter ; cottonseed meal ; canned fruits and veget tables ; condensed milk ; 
and others. 

There continues some question as to just where processing merges 
with manufacturing in determining the applicability of the exemption. 
Many of the regulated transportation interests are concerned over the 
extent of the exemption. 

Your committee now has before it a bill, H. R. 5823, which would, 
in general, limit the applicability of this exemption to transportation 
of the commodities involved from the point of production to a point 
where such commodities first pass out of the actual possession and 
control of the producer. This bill was drafted by the Interstate 
Commerce Commission for the purpose of limiting the broad effect 
of this exemption. 

In our report to this committee on this bill we said that the con- 
tinuous expansion of the exemption could destroy the fundamental 
purpose of the Interstate Commerce Act. We took no position with 
respect to the desirability of limiting the exemption as proposed by 
H. R. 5823, but we did recommend that the exemption should be 
clarified to indicate just what scope Congress now wanted to give to 
it without undue interference with the main purpose of the act. 

Certainly further broadening of the exemption would appear to be 
unnecessary and undesirable. “Major agricultural interests while de- 
sirous of maintaining the present scope of the agricultural commodity 
exemption, have indic oo that they do not seek to broaden the ex- 
emption and there appears to be no evidence that any producing 
groups seek to broaden the visi tial any further. 

Accordingly, the administration recommends that Congress take 
action which would remove the threat of further expansion of the 
exemption while still retaining for agriculture the benefits which 
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accrue from the use of exempt motor carriers in marketing those 
commodities presently considered exempt. 

Revised Federal ratemaking policies: The administration’s next 
recommendation is to encourage more service and price competition 
between carriers while providing adequate minimum regulation. 

The Presidential Advisory Committee made a recommendation with 
similar objectives. 

The reasons for it have been thoroughly presented to your committee 
during hearings in 1955 and 1956. It would, d, therefore, serve no useful 
purpose for me to go over this ground in such detail : again. 

The Advisory Committee’s “recommendations were predicated on 
the conviction that the phenomenal extension of transportation compe- 
tition into every corner of the land and to nearly every type of com- 
modity had rendered obsolete the character of rate control exercised by 
the Commission under the Interstate Commerce Act. 

The Advisory Committee felt that the policy of the Commission 
under the act was too paternalistic and that its judgment was being 
substituted for that of management in that most important of man- 
agement functions—the determination of the price at which its prod- 
ucts or service should be offered to its customers. Even though 
management was the originator of the rate—as it almost always was— 
the rates were unduly influenced by regulatory policies. 

It was believed that carrier self-interest tempered by the dictates of 
competitive enterprise is capable of producing a sounder rate structure 
than that which can be imposed by a regulatory agency 

The administration subscribes to these views and feels that they are 
as important today as when advanced by the Advisory Committee. 

However, the administration recommendations for achieving these 
objectives differ from prior recommendations. I want to discuss in 
some detail one of these differences. 

The administration is concerned, as was the Advisory Committee, 
with the use of minimum rate control to regulate the effect of a rate 
reduction on the competitors of a carrier. This has been one of its 
principal uses. Much controversy has been generated over it. 

It has never been claimed by the Commission that it should declare 
a rate unreasonably low merely because it would result in a shift of 
traffic to the originator of the rate from its competitors. The test of 
whether or not a rate is unreasonably low involves more than that and 
the controversy has raged over what else is involved. 

I believe that since the Presidential Advisory Committee made its 
study some change may have occurred or, at least, may be occurring 
in the Commission’s approach tothe problem. T he Commission seems 
to be realizing more and more the importance of not protecting the 
traffic enjoyed by a high cost and probably less efficient carrier from 
being taken by a low cost and more efficient competitor. This is a step 
in the right direction. 

Howev er, the Commission seems to be still willing to protect the 
traffic of the low cost carrier by preventing a higher cost carrier from 
reducing its rates below those of the former more than is necessary to 
compensate for differences in service. This theory appears to be 
justified by the Commission on one or more of several grounds; pre- 
vention of price wars; ; keeping the high cost carrier from undertaking 
an essentially uneconomical business; or stopping the diversion of 
traffic from the carrier which costwise is best able to handle it. 
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Whatever the reason, it is clear that the Commission does use its 
minimum rate power to control competition between carriers and to 
supervise the distribution of traffic among carriers. 

The Commission finds its authority to do this mainly in the na- 
tional transportation policy which instructs it “to recognize and pre- 
serve the inherent advantages of each” mode of transportation, “to 
promote * * * economical and efficient service and foster sound eco- 
nomic conditions in transportation and among the several carriers” 
and to prevent “unfair or destructive competition practices.” 

The Advisory Committee suggested limiting this practice by revi- 
sion of the national transportation policy ol repeal of the rule of 
ratemaking in section 15a. The draft legislation implementing its 
recommendations also provided that the Commission be precluded, 
in its determination of reasonable minimum rates, from considering 
the effect of the rate on a competitor. This provision came to be 
known as the three-shall-not rule because it declared that, in deter- 
mining what is less than a reasonable minimum charge, the Com- 
mission— 

1. shall not consider the effect of the charge on the traffic of 
other carriers; 

2. shall not consider the relation of the charge to the charge of 
any other carrier ; and 

3. shall not consider whether the charge is lower than necessary 
to meet the competition of other carriers. 

The administration believes that the minimum rate power of the 
Commission should not be used to regulate the apportionment of 
traflic among carriers, and it accordingly endorses the recommenda- 
tions of the Advisory Committee for revision of the national trans- 
portation policy and repeal of the rule of ratemaking in section 15a. 

We have, however, reconsidered the three-shall-not rule and feel 
that it goes too far. Many have expressed the fear that it would open 
the door to cutthroat competition and destructive price wars. We did 
not feel that these practices would take place even if the Commission 
were completely powerless under the act to stop them. 

We are willing to concede that the difference of opinion over the 
possibility of occurrence of these practices in the absence of restraint 
was an honest one and that the enemies should continue to have 
authority to restrain these practices. 

If we had thought that there was any real chance that our proposal 
would lead to any substantial use of cutthroat competition and de- 
structive price wars, we would not have recommended it. 

We recommended it largely because we felt that precise language 
was needed to make clear to the Commission that what the Advisory 
Committee considered an unnecessarily paternalistic and unhealthy 
protective attitude toward competition should be abandoned. 

We are now willing, out of deference to those who fear cutthroat 
competition and similar practices, to relinquish the sharp delineations 
inherent in the three-shall-not rule in order to afford the Commission 
an adequate means of stopping such practices, if they should occur. 
However, our proposal is not intended to go any further than just that. 

The phrase presently in the national transportation policy—“unfair 
or destructive competitive practices”’—might have been interpreted 
to accomplish no more than the objective we have in mind. However, 
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it seems to have been used to justify the stopping of other practices 
we consider innocuous. For that reason, some substitute or limita- 
tion must be found. 

As I have indicated, the boundary line between the proper and the 
improper is incapable of precise definition. The best that can be done 
is to call for the application of a rule of reason somewhat com- 
parable to that ated in interpreting the Sherman Act. Some 
agreements among competitors, although they may be restraining 
trade in one sense, are considered lawful because in a larger sense they 
encourage trade. It is therefore held that only agreements in un- 
reasonable restraint of trade are unlawful. Competition vigorously, 
successfully and properly waged often inflicts injury on a competitor. 
It may and sometimes does destroy a competitor. The competitor’s 
remedy in such case should not be the prvmeten of such competition, 
but, instead, the sharpening up of his own competitive behavior. 
A rule of reason should permit such competition. 

There are, however, competitive practices which may not only injure 
or destroy a competitor, but also may by their very nature tend to 
injure or destroy the competitive system itself in some industry. So- 
called cutthroat competition and destructive price wars belong in 
this category. A rule of reason would outlaw activities of this kind. 

We would therefore authorize the Commission, in determining 
whether or not a rate is unreasonably low, to take into consideration 
the effect of the rate on competition or on a competitor only where its 
effect might be substantially to lessen competition or tend to create 
a monopoly or where the rate was established for the purpose of 
eliminating or injuring a competitor. 

Temporary financial assistance: Thus far, my testimony has dealt 
with proposed revisions in policy which would have the effect of 
strengthening the common-carrier industry as a whole. As the largest 
segment of the common-carrier system, railroads would benefit sub- 
stantially from these revisions, but it is recognized that the intended 
results would not be fully manifested for several years. 

The administration feels that some immediate financial assistance 
to the railroads of a temporary nature as well as the immediate 
benefits which should flow to the railroads as a consequence of enlarged 
ICC jurisdiction over rail service curtailment is required in addition 
to those regulatory policy recommendations covered previously the 
effect of which sm be felt over a longer period of time. Even so, 
any immediate and temporary assistance to the roads must be regarded 
as an integral part of these more permanent remedies, as the ability 
to finance equipment and rolling stock urgently needed at the present 
time to improve efficiency and reduce costs, will depend to a large 
measure upon the continuity and improvement of earnings over a 
future period. 

Cyclical downturns in general economic activity such as is now 
prevailing have a particularly severe impact on the railroads owing 
to their close traffic relationships to basic industries such as coal and 
steel. Since early last fall, railroad traffic has declined sharply and 
this trend has continued to the present time. Traffic figures for the 
first quarter of 1958 show that railroad carloadings are running about 
20 percent below the same period last year and there was even further 
decline during March 1958. 
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The consequence of this decline in traffic has been to reduce rail- 
roads’ revenues and earnings. Railroad gross-income during January- 
February 1958 was 12 percent under the comparable period of 1957. 
Net operating income for the same period declined by almost 70 
percent. 

Net income return is affected even more, for heavy railroad fixed 
charges continue on high levels regardless of Abdined 4 in traffic. For 
the period mentioned above, net income declined by more than 90 
percent. During February, railroads as a whole experienced a net 
deficit. 

The current relatively poor earnings position is having the effect 
of discouraging the flow of funds into railroad capital improvement 
programs. “Recent data indicates that the industry plans only $820 
million for improvements in plant and equipment during 1958. This 
amount is $564 million or 60 percent below the annual ‘expenditures 
for such purposes during 1957. 

In addition, as a result of net income decline funds available to 
railroads for plant and other improvement are sharply curtailed. 
Recent statements by railroad officials reveal that the industry relies 
to a great extent on earnings rather than outside capital with possible 
exception of equipment purchases. Current reduced earnings have 
the effect of barring many a 0 from the credit market, even 
though resulting savings or benefits might improve the long-range 
position of the industry. 

Railroad net working capital at the end of 1957 was $555 million 
as compared with $683 million a year earlier. The shortage of work- 
ing capital means that funds are not available to make dow npayments 
on additions or replacement of rolling stock or to replace wornout 
or obsolete plant facilities and equipment. 

Perhaps the most disturbing element in the curtailment of invest- 
ment programs from the public standpoint is the disruption in the 

railroad industry’s long-range plans for general improvement in 

accordance with the growth in economic activity. Certain areas of 
railroad facilities and equipment that should be improved immedi- 
ately, both for improved earnings and better service to the public, 
stand out as glaring weaknesses in the railroad system. 

For example, some of the roads have installed centralized traffic 
control over portions of their lines, but others are unable to do so 
for lack of necessary capital. Rail experts claim that this improve- 
ment alone in many ‘instances would permit a doubling of the amount 
of traffic that a single pair of rails could handle. 

In the area of roadway requirements, a quickening of rebuilding 
programs such as straightening of curves, reducing grades, strengthen- 
ing and rebuilding inadequate bridges, laying new and heavier rail 
or welded rail, and joint utilization of facilities are only a few of 
the things which have been deferred too long and which would im- 
mediately and substantially reduce operating costs and hazards. 

Many of the railroad terminals have become outmoded to handle 
the train makeup required for the needs of today. Long overdue 
are such improvements as automatic or manually operated car re- 
tarders, additional classification tracks to permit earlier blocking of 
cars in trains and fewer yardings, and lengthening of tracks in receiv- 
ing and departure yards to acc commodate today’s longer trains. 
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These and a host of other improvements are required in the 
modernization program of railroads and should, where savings are 
demonstrable, be initiated immediately. 

Explanation of the program: The solution of the immediate or 
short-run requirements of the railroads cited above, we believe, can best 
be accomplished through the extension of Government assistance of a 
temporary nature. Such financial assistance should permit the roads 
to enjoy substantial cost savings immediately, thereby tiding them over 
the time span required for other measures recommended to become 
fully effective. 

The financial assistance recommended by the administration for the 
temporary relief of railroads is in the form of Government-guaranteed 
loans approved for certain specific purposes. The plan would pro- 
vide Federal guaranties of two types of loans: (1) Short term private 
loans for cost-saving capita] additions to, and improvements of, plant, 
facilities and equipment other than rolling stock, in an amount not to 
exceed $500 million; and (2) equipment obligations for purchase of 
improved freight cars, up to 10 percent of the purchase price, in a 
total amount not to exceed $200 million. 

Capital improvements and other than rolling stock: Under the 
proposal, the Government would be authorized to guarantee up to 100 
percent of the loans by private lending institutions with a $500 million 
total limitation, the proceeds of which would be used for plant ad- 
ditions and improvements, and facilities and equipment other than 
rolling stock. ‘This authorization would terminate on June 30, 1961, 
and the loans effected hereunder would have a maturity of not more 
than 5 years. 

The administration of this program, because of its executive charac- 
ter, should logically fall within the activities of the Secretary of Com- 
merce. Other programs of a similar nature (viz, title XI, Merchant 
Marine Act of 1936, as amended) come under the authority of the 
Secretary of Commerce and are carried out through appropriate de- 
partmental agencies. In order to systematize the implementation of 
the program, the Secretary should be expected to promulgate rules 
and regulations and criteria of eligibility of applicants. 

Equipment obligations (rolling stock): Under this proposal the 
Government would be authorized to guarantee equipment obligations 
of individual railroads or groups of railroads issued for the purpose of 
financing the acquisition of freight cars. These guaranties would 
be limited to not more than 10 percent of the purchase price of the 
equipment, and the total amount available would be limited to $200 
million. 

As in the case of capital improvements, these guaranties would be 
made and oitmintiteded by the Secretary of Commerce, and rules and 
regulations and eligibility requirements would be prescribed on a uni- 
form basis. 

The proposed 10 percent guaranty by the Government would en- 
hance the ability of some roads to secure private loans for equipment 
purchases because of the possible greater security provided through 
both equity and Government participation. In addition, with the 
assumption that the regular downpayment of 20 percent by the pur- 
chaser would be required, the railroad would be in the position to obtain 
a greater loan and thereby increase its purchase of new cars, because 
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the Government guaranty would represent 50 percent of such down- 
payment, possibly releasing an equivalent amount of funds for 
additional car purchases for other purposes. 

Special requirements: With respect to both programs, the Secre- 
tary of Commerce would make necessary inquiries and conduct suffi- 
cient study of applications submitted to satisfy himself that proposals 
for capital improvements or freight cars purchased would be sound 
undertakings. In making a determination for a Federal guaranty of 
either type loan the Secretary of Commerce, with the approval of 
the Secretary of the Treasury, would prescribe the terms and con- 
ditions under which it would be made, and prior to making the 
guaranty would satisfy himself with respect to the following: 

(a) Upon consultation with the Interstate Commerce Commission, 
that the proposed capital additions and improvements are feasible 
and should result in the required savings, and that freight cars to 
be purchased will result in improved performance capabilities. 

The advice and assistance of the ICC in making such determinations 
would be invaluable. Besides having in custody the statistics of 
operating results of the roads on a periodic basis, the Commission’s 
experience and association with the industry would make possible 
realistic appraisal of capital improvement proposals submitted by 
the companies as well as the improved performance capabilities of 
new freight cars. 

(6) That the railroad (or group of railroads) has actively sought 
to obtain the needed funds for capital improvement from private 
services, or to effect purchases of freight cars, and has been unable 
to do so on reasonable terms otherwise than with the requested Gov- 
ernment guaranties. 

It is not intended that Government credit backing should be used 
indiscriminately for all capital improvements or new car purchases 
contemplated by the railroads. Only in those instances where private 
capital will not be forthcoming under ordinary commercial collateral 
and equity requirements should the Government be required to in- 
tercede with credit guaranties. In view of the limitation considered 
necessary in Government participation in capital improvements on 
new car purchases, only in those cases where roads actually require 
such assistance, should the Government approve a submitted applica- 
tion. In keeping with established policy of the administration, Gov- 
ernment participation would be held to a minimum. 

(c) That there is reasonable assurance of repayment of the capital- 
improvement loans and equipment obligations to be guaranteed. 

This is basic, and each case should be judged individually and 
concretely in this regard. Since the purpose of the capital-improve- 
ment program is to make possible savings in cost through the avail- 
ability of more efficient facilities and equipment. Government ap- 
proval should be given only after the applicant has established that 
the anticipated savings for the additions or improvements would 
Saag the period of the loan be at least equal to the amount of the 
oan. 

With reference to freight-car purchases, the risk of the Government 
in guaranteeing equipment loans under the proposal would not be 
in excess of 10 preer of the purchase price of the equipment. How- 


ever in case of defualt of the borrower there would be other claimants, 
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and there would be no priority right of the Government. Obviously, 
the same care and diligence in approving applicants for Government 

arantees of equipment loans should be exercised as in the case of 
oans for capital additions and improvements. 

Because of the temporary nature of the relief required, the termi- 
nation date of the authorization to extend such guarantees should 
expire on June 30, 1961. 

eports: The Secretary of Commerce should account to the Presi- 
dent and Congress as to the progress of the program on a periodic 
basis. In order to achieve this objective, we recommend that such a 
report be submitted semiannually. 

In concluding I would like to emphasize that we have devised our 
financial-aid program with the idea in mind that the present situation 
in the railroad industry requires some Government financial encour- 
agement, until such time as earnings improvement may come about. 
through the effects of our other — 

I am convinced that the industry must accomplish its long-range 
programs under its own initiative, aided by the regulatory amendments 
we are proposing. Both these objectives are accomplished in our 
financial-aid program. Government guarantees will open up new 
sources of credit funds on a short-term basis. The long-range situa- 
tion will be helped through the capital improvements made possible 
with the new credit. The program deals separately with plant and 
equipment, both of which must be improved in the long-run interest 
of the railroad industry if it is to effectively meet the public need for 
the character of transportation it can best provide. 

Mr. Chairman, this covers my formal statement, and I shall be glad 
to answer questions. 

The CuarrmMan. Thank you very much, Mr. Secretary. 

I am, and I am sure the committee is, very glad to have had from 
you this explanation of the proposal of the administration on this 
overall problem. 

Off the record. 

( Discussion off the record. ) 

The CuarrmMan. Mr. Flynt. 

Mr. Frynv. Mr. Secretary, I have many questions I would like to 
ask. I think you very much for your comprehensive discussion in a 
short time of the many fields of legislation which we are now con- 
sidering. On the question of the temporary aid in the nature of 
guaranteed loans for badly needed new equipment, I wonder why you 
feel that these loans, which are so guaranteed, should have a maturity 
of not more than 5 years. That seems to me to be a rather short 
maturity period for this type of equipment loan. 

Secretary Wreks. In discussions that we have had there have been 
various estimates as to what might be done with the funds available 
by way of effecting a savings in operating costs. And these estimates 
have run from 20 to 80 percent annually of the cost of the improve- 
ment. And we took the minimum, 20 percent annually, and figured 
that it would be reasonable to expect a repayment by operating cost 
savings in a 5-year period. And that is how we arrived at the 5-year 
period. 

Mr. Friynv. As a possible alternative to this, what would you think 
of an authority system of loans whereby the authority would partic- 
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ipate jointly with private lending institutions without any guarantee 
on the private lending institutions’ portion ? 

Secretary Werks. The viewpoint of the administration is that this 
thing can be helpful, and still be held to a guaranteed basis. 

Mr. Fiynr. With the entire amount to be furnished by the private 
lending sources ? 

Secretary Werks. Yes, sir. 

Mr. Frynr. And you do not think it would be well at this time, to 
say the least, to advocate the creation of any new lending authority for 
that purpose ? 

Secretary Wrexs. I wouldn’t think so, Mr. Congressman. I think 
it can be done this way, obviously it has a favorable Federal budgetary 
implication if done by the guaranty method. I think that there is 
capital available today to do those things under the proper auspices, 
and I believe this would help. In fact, not too many months ago my 
railroad friends came to me with the proposal that this was all they 
needed. They had a requirement to expend so much a year for plant 
and equipment, replacement, and so on, but they did not have the 
funds available, either through depreciation or through borrowing 
ability, to do the job as it should be done and they felt that the guaran- 
ty method would fill the gap. 

Mr. Fiynv. Mr. Secretary, in the event such legislation should be 
enacted, how long after the bill is signed into law do you feel the 
necessary machinery could be set up to approve such applications ? 

Secretary Weeks. I think you could do that any time, right off. 
I don’t think it would take any time. 

Mr. Fiynt. In other words, there has been sufficient preplanning 
and preparation where there would be no involved mechanical obstacles 
to be overcome ? 

Secretary Werks. We do it in the maritime field right along, and I 
think it could be done very fast. 

Mr. Fiynt. Do you think that the methods now being employed in 
the field of maritime loans could be employed to take care of this? 

Secretary Werks. In a general manner, yes. 

Mr. Chairman, I am very sorry about having to leave, and I think 
you understand the situation. But I will come back any time you 
want me to. 

The Cratmrman. Yes, thank you very much. We do understand. 

Secretary Werks. Also, of course, Mr. Rothschild and Mr, Nash 
will be here. 

The Cuarrman. Mr. Derounian. 

Mr. DerountAn. Mr. Secretary, it is always a pleasure to listen to 
you. I think we are fortunate that we have a Secretary of Com- 
merce who is a businessman and maybe with his “Yankee shrewdness” 
he will help us get this economy in better shape, since we are always 
striving for improvement. } 

I have two questions, Mr. Secretary. No. 1, on the loaning fund 
which you have recommended, has it definitely been established that the 
railroads have exhausted all of their private means of getting loans 
from banks on equipment and other assets ? 

Secretary Weeks. Not all. Some of them have opportunity to 
finance their requirements. But overall, there seems to be a view that 
they do not have enough mortgage ability to do what they really 


ought to be doing. 
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Mr. Derountan. In general method, would this loan system be like 
the VA housing loans that the Veterans’ Administration guarantees to 
the banks, or would it be direct ¢ 

Secretary Weeks. Under that system the failure to provide a free 

lay of market operation on interest rates would put most of those 

oans into the Treasury. It is estimated at least a billion dollars will 
go into the Treasury. But here we would guarantee the loan. May 
Ihave your specific question again ? 

Mr. Deroun1an. Would this loan system operate directly from the 
Treasury of the United States, or would it be in the form of a guar- 
anty, say, to the Chase National, who lends $10 million to the Penn- 
sylvania Railroad ? 

Secretary Werks. It is nota loan. It is a guaranty of a loan made 
by a private agency. 

Mr. Deroun1an. That is what I am getting at. 

Secretary Werks. Yes, sir. 

Mr. Derounian. My last question: In this original jurisdiction by 
the Federal Government over routes through States who do not desire 
to allow the railroads to discontinue unused or unprofitable stations, 
would we not run into quite a bit of opposition from the States, on 
the States rights theory? Iam talking about the legal effect now. 

Secretary Weeks. Well, you might in some States. I think that in 
other States they might be glad to share the responsibility, because, 
under our proposal, an individual railroad could go either to the In- 
terstate Commerce Commission or concurrently or direct to the State 
regulatory commission. 

I guess some of the States would not appreciate the proposal and 
some of them would. I think the proposal is basically right. All of 
these unprofitable services impinge upon the ability of the railroads 
to properly handle the interstate business that they are supposed to 
handle, and I think something has to be done in this area. 

Mr. Derountan. Thank you very much. 

The Cuarrman. Mr. Younger. 

Mr. Youneer. Mr. Secretary, two questions. One, under the testi- 
mony of Mr. Freas of the Interstate Commerce Commission the other 
day, he proposed that the Interstate Commerce Commission do the 

uaranteeing. I notice your testimony here is that the guaranteeing 
e done through the Department of Commerce. Which is the adminis- 
tration policy ? 

Secretary Weeks. Well, the proposal in general would involve the 
general managership, so to speak, of the Department of Commerce— 
just as we handle the maritime guaranties. We would have to consult 
with Interstate Commerce Commission for the basic or fundamental 
information that you would want in order to decide whether or not to 
make the guaranty. Then the terms and conditions would have to be 
approved by the Secretary of the Treasury. You will note that the 
language is that we guarantee up to 100 percent. In some cases, the 
guaranty might not be to that extent. The rates and terms of the 
guaranty would, as I say, be subject to the approval of the Secretary 
of the Treasury. 

The administration thinks this is the best way to do it. 

Mr. Youncer. That is not in accordance with the bill that we have 
before us, however, from the Interstate Commerce Commission. 
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Now, the other question: The Interstate Commerce Commission 
recommended the other day that they include maturing obligations. 
Now, so far all the conversation has been about new equipment, 
capital additions and so forth, and nothing about maturing obliga- 
tions. And Mr. Freas recommended in his testimony that maturmg 





obligations be included under the guaranty clause. 
Have you given any thought to that? You do not include that in 
your testimony. 


Secretary Weeks. Well, obviously we considered it, but it is not | 
one of our recommendations. 

Mr. Youncer. Don’t you think there may be a lot of difficulty which 
might arise in trying to guarantee maturing obligations when spe- 
cially the reorganized railroads and many of the other railroads have 
various issues outstanding of various degrees of priority—first, second, 
and third, and so forth? And they might have a maturity of some 
obligation which is secondary to a lot of other obligations, and you 
would be guaranteeing not only that obligation, but all of those that 
this particular obligation underlies ? 

Secretary Werks. Personally, [ think it would really greatly water 
down the ability to help, as we are trying to do through this guaranty 
fund. You might waste your available resources in taking care of 
obligations presently incurred, and it would prevent the railroads from 
doing what should be done to go forward with operating cost-saving 
expenditures. 

Mr. Youneer. Also if you had a limitation of $200 million or $500 
million on it, and you included guaranteed maturing obligations, 
your $200 million or $500 would not go very far, with a lot of matur- 
ing bonds. 

ecretary Weeks. Yes. The $500 million is arrived at pretty much 
on the basis that between depreciation and present mortgage capacity, 
about a billion dollars ought to be available, and that at least half 
again as much ought to be plowed back into plant and equipment par- 
ticularly where it is possible to see savings in operating costs. 

Mr. Youncer. Have you talked with or have any of your staff dis- 
cussed these various features with the Interstate Commerce Com- 
mission ? 

Secretary Wrens. I personally have not. I will ask Mr. Rothschild 
if he will answer that question. 

Mr. Roruscuiip. We have discussed several of these proposals with 
the Interstate Commerce Commission. 

Mr. Youncer. But there is a disagreement in some of the policies. 

Mr. Roriuscuip. We don’t necessarily see eye to eye on all of them, 
Mr. Younger. 

Mr. Younger. Thank you. 

The Cuatrman. Mr. Beamer, do you have a question you want to 
ask ? 

Mr. Beamer. I just appreciate being here, Mr. Chairman. 

The Carman. Mr. Secretary, did I understand your statement 
that this was to be a 100-percent loan ? 

Secretary Weeks. Up to 100 percent. It need not be 100 percent. 
It is not a loan. 

The Cuarrman. I mean guaranty ? 

Secretary Werks. Up to 100-percent guaranty, but not necessarily 
100 percent. 
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The Cuarrman. But it could be 100 percent # 

Secretary Weeks. Yes, sir; this is what we do currently in the mari- 
time field. 

The Cuarrman. What would be the general rule with reference to 
the percentage of guaranty / 

Secretary Weeks. Well, I personally think you would have to take 
each case on its merits. You would obviously get the Government in 
for as little as possible and still perform the service that the legisla- 
tion is intended to provide. 

The Cuarrman. Don’t you think there should be some risk on the 
part of the lender ? 

Secretary Werks. Yes, I do. I always believe that. But I again 
say that you would have to take each case on its merits. We tried it 
in the maritime field—I think that first there was a proviso for a 90- 

recent guaranty on the theory that there should be some risk, but it 
didn’t work. The Congress changed the specification to 100 percent. 

Now in this field, there must be many opportunities for a private 
lending agency to loan money at their own risk. But then you come 
to the point where they will have to have help. As I say, they may 
have to have help up to 100 percent. 

But that is why I specified, Mr. Chairman, that the terms would 
be subject to approval by the Treasury. The basis of the terms ob- 
viously would be what percentage of the risk you took and so on. 

The Cuamman. You are see with the bill that I introduced 
providing 90 percent guaranty ¢ 

Secretary WEEKS. Mr. Chairman, I would like to transfer that ques- 
tion to Mr. Rothschild. I cannot honestly say that I have studied 
your bill in any detail. These are the proposals we have been work- 
ing on. 

The Cuarmman. Well, the general principle is the same here. We 
followed the guaranteed loan bill of the airline industry to some ex- 
tent, with certain modifications. We provide a long period of time. 

I too think that 5 years is certainly not practical business. We 
provide 90 percent. We think there should be some risk on the part 
of the lender. And we provide that it be administered by the Inter- 
state Commerce Commission. You provide here that it be adminis- 
tered by your Department, with the assistance, so to speak, certain re- 
quirements of the Interstate Commerce Commission and the Treasury 
Department and so forth. But the general principle is the same. 

Secretary Werks. May I say I am always for limiting the risk. I 
believe that under the provisions of the Defense Pr oduction Act, the 
Government has already guaranteed some railroad loans, notably with 
the New Haven Railroad, on a 100-percent basis. Is that correct? 

Mr. Roruscutitp. That is right. 

The CHatrman. Do you think that this proposed financial aid is 
needed as an antirecession measure ? 

Secretary Wrexs. Do I view it as an antirecession measure? 

The CHarrmMan. Yes. 

Secretary Weeks. Well, I think it would have some good psycho- 
logical effect. Insofar as it would be possible to get some of the op- 
erations underway in the very near fetisnd, I think that would be 
helpful. However, I look upon these proposals as being more in the 
nature of a long-range program for the benefit of the railroads, just 
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as we talked in the transport policy report about helping the whole 
common carrier system. 

The CaatrmMan. Would you want to make any speculation about 
how long this recession will last ? 

Secretary Weeks. Mr. Chairman, I am always an optimist, and I 
hope come fall we will have some improvement. 

The Cuarrman. Well, you provide a 3-year time to start this pro- 
gram, and I wondered if that indicated you thought the recession would 
last until 1961? 

Secretary Werks. No, sir; I think it will be over long before 1961. 

The Cuatrman. Now, the time is just about up. And I do want to 
ask you these few questions. Perhaps it should be more in the form 
of astatement from me first. 

I was somewhat disappointed that along with this proposal we did 
not have from the administration a recommendation for the repeal of 
the 3-percent excise tax on freight and 10-percent tax on passengers. 
As a matter of fact, I had the impression that that was to be part of 
the overall package bill. Could you enlighten us as to why that phase 
of the program was left out ? 

Secretary Weeks. Well, that phase of the program was left out 
because it was only one of a great many other possible changes in the 
tax structure. I think all concerned felt that if you are going to 
make any changes, that it should be done in one package deal, so to 
speak. I think there are good reasons, if you look at the trees instead 
of the forest, for making changes in other phases of our tax structure. 
For example, I personally feel that changes in the depreciation re- 
quirements would be the greatest possible stimulant to the economy. 

The Cuamman. Would you care to—and the time is up, so you 
cannot do it very long—would you care to make any comment on 
whether or not we might expect some recommendations along this 
line with reference to the excise tax feature and the depreciation 
problem ? 

Secretary Werks. Well, I cannot, Mr. Chairman, make any prophe- 
cies on that. I think you will have to ask the Secretary of the 
Treasury. 

The Cuarrman. I know a big and broad decision has to be made on 
a top level, 1 am sure. But I just want to express my own feeling, 
Mr. Secretary, about an industry that is deteriorating as much as our 
common carrier industry apparently is, which is all-important to us. 

Now, I know tax problems are important and they reach all the way 
across. But I think when the general public is being affected by the 
deterioration of this transportation, it 1s time the administration and 
the Congress and the American people are looking up and facing up 
to the fact of what needs to be done to give the kind of stimulus to 
that industry in order that it can be preserved and necessarily so. 

Secretary Werks. May I say this. In this railroad situation, it 
seems to me that the ratemaking proposals are really the important 
proposals to be handled. 

The Cuatrman. I think the ratemaking proposal is important. I 
don’t think there is any question. Now, we are going to ask you some- 
thing more about that later on. But I also think that mght now, 
where we are proposing to guarantee $700 million in loans, in prefer- 
ence to facing up to the problem of taxes, it is taking a little more 
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than that from them. It just doesn’t seem like a sound approach to 
me. That is all there is to it. 

Well, we have kept you 2 minutes over your time. Thank you very 
much for your appearance here, and for your testimony today. It is 
very likely the committee will want to ask you some further questions 
ata later date. 

Secretary Weeks. I shall be delighted. Thank you. 

The Cuairman. Mr. Rothschild, do you have any comment before 
you leave? 

Mr. Roruscuiwp. I would just like to say that Mr. Nash and I 
would be delighted to stay here as long as you may desire, and do 
what we can to answer your questions. 

The Cuarrman. Well, we realize, Mr. Rothschild, that you will 
not be available after tomorrow some time. You and Mr. Nash did 
have a lot to do with the work, in getting this together, and the prep- 
aration of the statement, and so forth. It may be that some members 
would have some questions of you. 

Mr. Fuiynt. Mr. Chairman, I would like to propound a question 
concerning the agricultural exemption. 

Does the Department of Commerce feel that if legislation should 
be forthcoming, it should freeze the commodities which are now 
planned to be exempted under the agricultural exemption provision, 
or should that legislation back up and narrow the field of the ex- 
empted commodities? 

Mr. Roruscuitp. Our recommendations today, Mr. Flynt, call for 
stopping the exemptions where they are right now. 

Mr. Fiynr. Maintained in the status quo? 

Mr. Roruscuirp. That is right, sir. 

Mr, Fiynvr. And I assume that would be subject to a reevaluation 
if it should be determined that the courts have gone too far in certain 
instances ? 

Mr. Roruscump. Well, we feel that the Congress has the best op- 
pornty to determine that, Mr. Flynt, because you have the forum 

ere in which to make those determinations. 

Mr. Fiynt. Now, I have one question concerning the three-shall- 
not rule. Am I correct in saying that it is very well summed up in 
the latter paragraph on page 10, and that page 10 of the Secretary’s 
statement would be a substitution for the present recommendation of 
the three-shall-not rule? 

Mr. Rornscuitp. Yes, sir; I think that is a fair summation of it. 

Mr. Fryntr. Would you read that into the record at this point for 
emphasis and clarification ? 

Mr. Roruscuivp. I would be very glad to do so. 

We would therefore authorize the Commission, in determining whether or not 
a rate is unreasonably low, to take into consideration the effect of the rate on 
competition or on a competitor only where its effect might be substantially to 
lessen competition or tend to create a monopoly or where the rate was estab- 
lished for the purpose of eliminating or injuring a competitor. 

Mr. Fiynt. Thank you very much. 

Mr. Roruscuitp. You understand, Mr. Flynt, this is not statutory 
language. There will be a legislative proposal giving full effect to 
all that the Secretary said on the subject. 
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Mr. Fiyntr. Mr. Younger. 

Mr. Youncer. Mr. Rothschild, I asked the Secretary about the dif- 
ference in the recommendations of Mr. Freas, chairman of the Inter- 
state Commerce Commission, and the recommendations made by the 
Secretary. Is there any attempt going to be made to get together 
on the program or can you get together ? 

Mr. Roruscump. We would think, Mr. Younger, that in the light 
of our respective testimony before your committee, that that would be 
done perhaps by the committee. 

Mr. Youncer. You want us to be the arbiter? 

Mr. Roruscuiwp. Well, I believe it is the Congress that writes the 
laws after all; isn’t it? 

Mr. Youncer. That is correct. 

In the question of these exemptions, if we cannot get together, and 
if we cannot make headway on these agricultural exemptions, are you 
willing to recommend that the same exemptions be granted to all the 
various modes of transportation ? 

Mr. Roruscuitp. I don’t believe we have considered that, Mr. 
Younger. 

Mr. Younger. Will you consider it ? 

Mr. Roruscuitp. We would be very glad to do so. 

Mr. Younecer. In other words, let us put all modes under equality. 

That is all, Mr. Chairman. 

The CuHarrman. As I understand your proposal, Mr. Secretary, it 
is that you want to cut it off right where it is? 

Mr. Roruscuizp. That is right, sir. 

The CrHarrman. You can’t expand it any further, but everybody 
who is doing it now can keep on doing it? 

Mr. Roruscuip. Yes, sir; that is about it. 

The CuarrMan. With reference to your new ratemaking proposal, 
it has been a tough one, and I know the difficulty that you had. But 
do you have in mind the rate competition between modes, such as 
railroads as a whole and the motor carriers as a whole, or do you mean 
the competition also within the same mode—that is, railroad versus 
railroad or truck versus truck ? 

Mr. Roruscuip. We mean competition across the board, Mr. 
Chairman, 

The Cuatrman,. All the way? 

Mr. Roruscump. Yes, sir. 

The CHarrMANn. You would do that, I assume, by amending the 
transportation policy ; is that correct? 

Mr. Roruscuip. Yes, sir. 

The Cuarman. May I inquire—we talked about this already—if 
you have yet gotten together specific proposals to carry out these rec- 
ommendations ? 

Mr. Roruscuiip. We have some in preparation, and will be offer- 
ing them. 

he CHarrMan. Will you submit those to us in the near future? 

Mr. Roruscuitp. Just as soon as possible. 

POA Cuarrman. Would it be a matter of days, or a matter of 
weeks ? 
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Mr. Roruscuinp. It will be a matter of days. 

The Cuarrman. Very well. And again let me thank you for your 
appearance here, you and Mr. Nash, too, in the consideration of these 
important proposals, and wish you the best of luck, in health, in the 
weeks to come. 

Mr. Roruscuitp. Thank you, sir. The same to you. 

The Cuatrman. The committee will adjourn. 

(Whereupon, at 3:15 p. m., Tuesday, April 29, 1958, the hearing 
was adjourned. ) 
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TUESDAY, MAY 6, 1958 


Houses or REPRESENTATIVES, 
SUBCOMMITTEE ON TRANSPORTATION AND COMMUNICATIONS, 
OF THE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 1302, 
New House Office Building, Hon. Oren Harris (chairman) presiding. 

The CHamman. The committee will come to order. 

Today, the committee continues hearing on a bill to amend the 
Interstate Commerce Act by adding a new part V, which would 
provide for a temporary program of assistance to enable common 
carriers subject to such act to finance improvements and develop- 
ments. 

As I announced on the 20th of March, when I introduced the bill, 
its purpose is to offset the effects of the recession on our transportation 
ny and to prevent some of the railroads from going into receiver- 


oie bill is to encourage and assist transportation carriers to employ 
labor and restore their capital construction and equipment programs 
which recently have been shelved, according to our information, be- 
cause of their current cash position under declining traffic. 

It is my expectation that, under this bill, thousands of transporta- 
tion-industry employes will be put back to work, certainly, a program 
to be desired at this moment. 

We have already heard from the Chairman of the Interstate Com- 
merce Comission, Mr. Freas, who, in general, testified in support of 
the bill. We have also heard from the Secretary of Commerce, Mr. 
Weeks, who offered a plan of his own. 

We are advised of the action of the counterpart committee across 
the Hill in the Senate with reference to its announced intentions. 

Today we are hearing from the carrier groups affected. It is my 
hope and the hope of the committee, I am sure, that, with the repre- 
sentatives of the carriers here today, we will be able to develop fully 
the facts regarding this proposed program. 

The first witness we have this morning will be Mr. Perlman, presi- 
dent of the New York Central Railroad Co. 

Mr. Perlman. 
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STATEMENTS OF ALFRED E. PERLMAN, PRESIDENT, AND WALTER 
R. GRANT, VICE PRESIDENT OF FINANCE, NEW YORK CENTRAL 
RAILROAD 


Mr. Pertman. My name is Alfred E. Perlman. I have been in 
the railroad business 40 years. I have been president of the New York 
Central Railroad for 4 years, during which time I have also been a 
member of the executive committee of the board of directors of the 
Association of American Railroads. 

I have read the bill, H. R. 11527, introduced by the distinguished 
chairman of this committee, to provide for a temporary program of 
assistance to enable common carriers subject to the Interstate Com- 
merce Act to finance improvements and developments, and for other 
purposes. 

Iam very much in favor of the purposes of this proposed legislation. 
Whether such legislation is needed for other common carriers, such as 
trucks and barges, is another question. I do know that many of our 
important railroads need immediate financial assistance, and others 
will need it in the future, the way things are now going. 

This need has been recognized by the member railroads of the Asso- 
ciation of American Railroads. The AAR’s official position calls 
for direct Federal loans, as against guaranteed loans. A principal 
thought behind this has been that direct loans would be of more rapid 
help to those roads which were or might in the future be in financial 
extremities. The need has also been recognized by others. 

We have had the legislative program recommended by the Secretary 
of Commerce embracing, in the financial field, guaranteed loans rather 
than direct loans. 

Last week the Subcommittee on Surface Transportation of the Sen- 
ate Committee on Interstate and Foreign Commerce issued its report 
after very extensive hearings. The Senate report also recommended 
a program of guaranteed rather than direct loans. And now we come 
to the bill today, which also provides for guaranteed loans, and was 
the first bill on railroad financial aid put into the Congress. 

All railroad executives, including myself, believe most strongly 
that general remedial legislation in the fields touched upon by the 
reports of the Secretary of Commerce and the Senate subcommittee 
are absolutely necessary to give the railroads and the financial com- 
munity confidence in the prospects of fair treatment of the rails and 
their ability to make fair earnings in the future. 

Any thoughtful person will recognize that such legislation will take 
some time to become reflected in railroads’ earnings for various lengths 
of time, some of them a year or more after enactment of a particular 
piece of legislation. For this reason, the AAR has advocated the most 
rapid program of financial aid possible, which would appear to be 
direct loans, to tide over the most desperate sections of the railroad 
community until the effects of other legislation could be felt. 

These might be called emergency loans, and the necessity for such 
loans increases with the slowly continuing decline of carloadings plus 
the rise in railroad wages. 

There are, of course, many railroads which have been shielded by 
location from the heavy decrease in industrial production and a tre- 
mendous passenger burden and need no financial aid at present, and 
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there are others, in which I would place the Central, which are in a 
precarious situation, but, for the immediate present, have resources 
upon which to draw, yet are not without need of a helping hand, finan- 
cially, on a nonemergency basis. 

However, all railroads realize that the interdependence of the in- 
dustry is such that the need of one is, to a great extent, the need of all, 
so that, as I see it, we are really talking about two different kinds of 
financial assistance to the industry, generally—emergency assistance 
and longer term assistance. 

It seems to me that the bill under discussion falls more in the latter 
category. The reason for this is that those roads in an emergency 
condition have so cut back their expenditures that the categories of 
expenditures described in the bill may be insufficient to permit them to 
qualify for aid thereunder. 

As a longer term program, I have, personally, nothing but com- 
mendation for the bill, with some technical comments which will be 
made by the following witness, the financial vice president of the 
Central. 

Speaking only for the Central, in 1957, we had a capital improve- 
ment budget for 1958 aggregating over $100 million, which would 
be covered by this bill. Each item had most carefully been gone over, 
and we were confident that each item would make a substantial con- 
tribution to the economic improvement of the road and afford the 
greatest benefit to our shippers. 

As the recession became apparent in the fall of 1957, with lack of 
earnings and cash, we then canceled the entire program except for 
necessary projects totaling $2.5 million. Then, when the recession 
deepened in 1958, we shut down our carshops and cut back on ordinary 
maintenance expenses as well, to the minimum necessary for safety 
and good service. 

What we did is what other railroads have done. All of this post- 
pones needed work, throws men out of jobs, cuts off the purchase of 
steel, cement, timber, and other materials, and deepens the recession. 

It is the purpose of this bill to make money available to reinstate 
the useful and necessary programs of the railroads so that men may be 
employed and materials purchased. Speaking only for the Central, 
I can assure you that, if such money becomes available to it on 
reasonable terms, the Central will, forthwith, take up and put through 
a program resulting in increased employment, particularly in our 
own closed carshops, the purchase of steel and of all the other 
materials that go into additions and betterments on the 11 States of 
our railroad. I know that nothing would have a sharper and quicker 
effect on our economy than to bring the railroads back in the market 
again. 

The Harris bill is entirely a financial bill, and, as such, has been 
studied by Mr. Grant, our vice president, finance. 

Everything that I have aa is based upon my own firm, personal 
belief that Congress at this session sees the need for, and will make 
into law, a new national transportation policy which will give to the 
railroads a chance to compete on equal terms with other forms of 
transportation. 

I want to repeat that I am most appreciative of the recognition 
by this committee of the need of the railroads for financial relief and 
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of what would be, for the Central at least, a most valuable piece of 
legislation. 

I want to say again that I think that this committee has shown a 
wonderful spirit of cooperation and understanding for the railroad 
problem. 

The CuHamman. Does that conclude your statement, Mr. Perlman? 

Mr. Pertman. It does. 

The CHarrman, Thank you very much. We appreciate having 
your views concerning this proposal. I am sure there may be some 
questions from members of the committee. 

Mr. Rogers, do you have some questions ? 

Mr. Rogers. Yes; 1 or 2. 

Mr. Perlman, what do you mean by reasonable terms? You said 
if you could get the money on reasonable terms. 

Mr. Pertman. I think that that will be covered by Mr. Grant, our 
vice president of finance, who will try to outline, of course, that, as 
the prime rate increases or drops, it would be tied to the prime rate 
in some way. 

Mr. Rocmrs. As I understand the situation that you pointed out, 
you can now get the money, but not on reasonable terms? 

Mr. Pertman. No. The situation right now is that we are negoti- 
ating for additional money, but we are not sure whether we are going 
to get it or not. 

Mr. Rocers. You mean not get it at all or not get it on reasonable 
terms ¢ 

Mr. Pertman. Not get it at all. 

I don’t think that in this bill we expect the Government to in any 
way subsidize the railroads. We expect the Government to get its 
full cost plus any charges that are involved in the handling of these 
loans. 

Mr. Rogers. That is the reason I was asking the question about 
reasonable terms. I was trying to find out what you thought were 
reasonable terms and what ought to be used in that respect. 

Mr. Pertman. What I meant more was, of course, that if the prime 
rate should go up, say to 6 percent and we are only earning 2 percent 
on our railroad plant, the quickest way to bankruptcy would be to 
borrow money at 6 percent to earn 2 percent on it. 

So the amount that we borrow, of course, will have to be equated 
in some measure to the rates that we have to pay against what we 
earn. 

Mr. Rogers. However, you cannot do that now ? 

Mr. PertmMan. Many railroads can’t. 

Mr. Rocers. You say many railroads. I was coming to that. 

When you speak of the New York Central, Mr. Perlman, are you 
speaking of the New York Central as one corporation, or are there 
other corporations involved ? 

Mr. Pertman. I am speaking of the New York Central Railroad 
and not the New York Central system, which is made up of other 
corporations also, and 1 or 2 are in very good financial condition. 

Mr. Rocers. Which ones are those ? 

Mr. Pertman. The Pittsburgh & Lake Erie, for instance, and our 
Realty Hotels Co. 

Mr. Rocers. How many corporations are there in the New York 


Central system ? 











GUARANTEED LOANS FOR COMMON CARRIERS 77 


Mr. Pertman. They go back to so many leased lines and all that 
they would go into hundreds because the Michigan Central is still 
its own corporation, and the Big Four is still its own corporation. 
Although they were incorporated in the New York Central Railroad 
in the consolidation, they still retain their own identity. But they 
are all part of the New York Central Railroad. 

Mr. Rocers. How many of those do you think would need finan- 
cial assistance under this type of legislation ? 

Mr. Pertman. Actually, practically all of them although they are 
separate railroads like the New York & Harlem and all. They are 
still part of the New York Central Railroad that I mentioned. 

I would say that only 3 or 4 of the whole group would be without 
need of help. 

Mr. Rocers. Three or four out of the entire New York Central 
system ? 

Mr. Pertman. Out of the entire New York Central system. 

Mr. Rogers. However, you are speaking today only to the prob- 
lems of the New York Central Railroad? That is one individual 
corporation out of the group ? 

Mr. Pertman. That is right. 

Mr. Rocers. Thank you. 

That is all, Mr. Chairman. 

The Cuarmman. Mr. O'Hara. 

Mr. O’Hara. Mr. Perlman, what is the average interest charge that 
your road is paying now on its obligations ? 

Mr. Pertman. I would rather have Mr. Grant answer that for 
you, Mr. O’Hara. He could tell you exactly. 

Mr. O’Hara. You would naturally anticipate that the Government 
would have to charge whatever it cost, both administratively and 
for borrowing the money, and any interest rate that would be charged 
would be charged to the carrier under this proposed legislation 

Mr. Pertman. Absolutely. We would expect the full cost to the 
Government in every way, the administrative cost plus the interest 
cost and the handling cost. We would certainly expect no burden 
of that kind to fall on the Government. 

Mr. O’Hara. What do you classify the New York Central System 
as needing, an emergency or a long-term Joan ? 

Mr. Preritman. Right now it is long term. In 6 months I might 
have to say emergency. 

Mr. O’Hara. Why do you say, Mr. Perlman, that; this legislation 
would not meet the emergency nature which might be required of 
some other roads ? 

Actually, it gets down to a matter of how you are going to use 
the money, does it not ? 

Mr. Pertman. That is right. 

Mr. O’Hara. This could be used just as well for emergency pur- 
poses as for long-range purposes, could it not, under this legislation ? 

Mr. Pertman. However, a road which was in a precarious position 
financially and tried to go to a bank for a 90-percent guaranteed 
loan, I doubt very much could get a loan, and I think Walter Grant, 
our financial vice president, can describe that even better than I 
because he has gotten into that situation. 

Mr. O’Hara. That is all, Mr. Chairman. 


27361—58——_6 
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The Cuatrman. Mr. Flynt? 

Mr. Fiynt. No questions. 

The Cuatrman. Mr. Hale? 

Mr. Hare. Mr. Perlman, I will ask you some questions. If you 
would rather have Mr. Grant answer them, that is all right. 

Suppose this bill were passed tomorrow. How much of that $100 
million would you spend ? 

Mr. Pertman. I would attempt in every way to get a loan from 
either the banks or the insurance companies. Our financial vice pres- 
ident is working on that now. 

I think that under the free-enterprise system we are obligated to 
do everything we can on our own before coming to the Government. 
I was one that advocated this immediately because I knew that other 
railroads might not at the present time have collateral to do the things 
that we could do for the next 6 months, so that I would say, sieotagh, 
that, having assurance that we had some backlog to fall back on, we 
would immediately open up our carshops, and that is just 100 per- 
cent steel and labor. That is all that amounts to. That can run mto 
many millions of dollars a month just for steel and labor. 

Mr. Hate. Like everybody else, I read a great many newspaper 
and magazine articles and so on about the causes of the recession. 
It seems to be generally agreed that the difficulty is more in the sale 
of capital goods than in the sale of what is called “soft” goods. Do 
you agree with that ? 

Mr. Pertman. I agree to that wholeheartedly, and I think there is 
nothing that could help the capital-goods industry more than healthy 
railroads that could reopen their carshops. 

I think the most striking example of what has happened is that 
when we first appeared before the Senate subcommittee the C. & O. 
Railroad was in very good shape. At that time they had just shown 
the highest net income for any year in their history. And today, 
with the export market penbtionlty gone for coal, their carshops are 
completely shut down. That is how fast this railroad situation is 
deteriorating. 

Mr. Hate. I will not ask you any more questions at this time, but 
I would just like to say that, as far as I am concerned, I would like 
to do anything that I can to help the railroads spend money because 
that is the biggest thing you could do for the economy. But, over 
and beyond that, I think our major problems is to get the railroads 
back where they can earn some money. 

Passage of this bill would not, in and of itself, make them earn 
any money ; would it? 

Mr. Pertman. No, sir. I agree wholeheartedly with that, that the 
only way that we can justify to our stockholders actually the bor- 
rowing of money is some chance to pay it back, and we feel very 
strongly that these recommendations of your committee and others 
in the legislative field will go far toward doing that, and it is on 
the fact that we have confidence in both the House and the Senate 
doing something for the railroads this year that we are even thinking 
about borrowing money. If not, I can say to you quite honestly that 
I see no way of justifying the borrowing of money to do anything. 

Mr. Hate. There is no sense in pouring out capital for resources 
that do not produce anything when you have them. 
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Mr. Pertman. There is no sense in doing that. But, on the other 
hand, our budget has some items which will produce a great deal. 
The $2.5 million that I mentioned that we spent will produce this year 
over a $4.5 million saving; just that $2.5 million. 

Mr. Hate. That is all, Mr. Chairman. 

The Cuarrman. I believe you wanted Mr. Grant, did you not, your 
vice president, to speak more directly to the bill ? 

Mr. Pertman. Yes, sir. 

Mr. Rogers. Mr. Chairman, may I ask one more question before 
that of Mr. Perlman ? 

The Cuarrman. Yes. 

Mr. Rocrrs. I have just one more question. I intended to ask it a 
minute ago. 

What would you say is the primary cause of the financial plight 
of the New York Central that you have outlined ? 

Mr. Pertman. The primary cause of our plight is that we are not 
allowed to run our business like any other business in the United States. 

We are still hemmed by monopoly restrictions when we are no 
longer a monopoly. 

When they build a throughway in New York State that takes 23 
percent of our passenger business away from us the first year, the 
State commission still doesn’t allow us to take off 23 percent of the 
passenger trains. It doesn’t even allow us to take off 10 percent of 
the passenger trains. 

When we go in for a rate increase in New York State and show 
how much money we are losing in the passenger business, they don’t 
treat us like they treat the power company and the telephone com- 
pany, but they say to us, “You can’t have the increase.” 

Quote this now: 

A railroad under present circumstances cannot expect to make a profit in the 
passenger business. 

That is why they don’t give us any increase in rates to even break 
even. 

No industry can survive with 53 percent of our passenger train-miles 
and get the State commission in which we have 70 percent of our 
passenger train-miles making a statement like that. 

I say that is the primary cause. This same management that on 
a $2.5 billion investment in railroads is losing money has the highest 
percentage of profit in New York City in its hotel business, competing 
with the Hilton chain and all the largest chains in the country, but 
there we can run our business like anybody else can. 

That is the primary cause, Mr. Rogers. Until that is cured, this is 
just a shot of adrenalin for a dying man. 

Mr. Rogers. Thank you. 

That is all, Mr. Chairman. 

The Cnarrman. You do not expect us to assume the responsibility 
of doing something about the State commission in New York, do you? 

Mr. Pertman. The Smathers committee has made recommendations 
that the ICC should have jurisdiction over passenger matters as they 
have over freight. 

The Cuamman. Do you mean insofar as service is concerned ? 

Mr. Pertman. As service and abandonment of service and rates. 

The Cuarrman. However, not insofar as intra rates are concerned ? 
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Mr. Pertman. Yes, sir. That is right in the Smathers committee’s 
recommendations. 

The Cuatrman. If that recommendation is carried out, then the 
State commission would not have the authority to say what rates you 
should have? 

Mr. Pertman. That is correct. 

The Cuatrman,. On a local basis. 

Mr. Pertman. On a local basis; just like section 13 on the freight 
rates. They still have authority to overrule the State commissions 
on intrastate freight rates because of its effect on interstate commerce. 
That is part of their authority right now; but not on passengers. 
They have on freight. 

If I might just take half a minute to tell you how important this 
is: 

On the west shore, where the Port Authority has built the Holland 
Tunnel and the Lincoln Tunnel and the bridge across the Hudson, it 
has drained 85 percent of our commuter business. 

We went to the New Jersey Commission because it starts in New 
York, runs into New Jersey, and goes across the river on a ferry. We 
went to the New Jersey Commission and told them that we could buy 
every commuter a new automobile every year with the amount of 
money that we are losing if we were allowed to abandon the service 
and still save money. 

So the New Jersey Commission, after a year of hearings, finally 
said we could take off certain of the trains. 

We went to New York State, and they said : 

No; you cannot take off those trains. You have to run them right down 
into Weehawken, N. J. 

That is something I never heard about in my life, that a New York 
Commission can tell you what trains to run in the State of New Jersey. 

So we told them we were going into the Federal court. And that 
night they went into their State court and got an injunction, not stating 
that they had any legal right to do that, but we would be in contempt 
of the State court if we didn’t follow out what they said. 

That has been tied up for over a year. 

That goes to the supreme court finally when they want to hear it, 
and then the Federal court. 

Then on the ferry we are losing $114 million out of pocket, and we 
went to the Interstate Commerce Commission to get that. And, after 
a year of hearings, they said we could take the ferry off that runs from 
New Jersey to New York. ‘Then the State of New Jersey went into the 
Federal court and got an injunction against us, saying that the ICC 
had no jurisdiction over that interstate operation. And that has been 
314 years now and we still don’t know who has jurisdiction over what. 

These are some of the things that we will have to have corrected 
if we are going to survive as an industry. 

The Cuairman. Then I suppose you are telling this committee that 
you strongly support the policy of vesting the Interstate Commerce 
Commission with authority to take action with reference to discon- 
tinuance, the curtailment or the consolidation of unprofitable railroad 
services and facilities which are a burden on interstate commerce. 

Mr. Pertman. I would say, as far as the New York Central Rail- 
road itself is concerned, that is the one greatest drag on our whole 
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railroad, with 53 percent of our passenger train-miles, and we have ab- 
solutely no chance in the political atmosphere of these State com- 
missions to get any kind of a verdict that is at all helpful. 

Just a month ago I met with the Westchester County people about 
the Putnam division. There are 350 people using that railroad, com- 
muting. It was built originally to connect with the Sixth Avenue 
Elevated and the Ninth Avenue Elevated, which have now been torn 
down, and the Sawmill Parkway was built parallel to it. So today 
there are only 350 people on it, and that is just like the west shore. 

Finally the State commission, after I mentioned this verdict of theirs 
that we couldn’t earn anything on passenger business, and said that 
was certainly acting as a group of Socialists or Communists, said we 
could take off the service. 

Now the Commissioners appealed to us because they want the taxes. 
And we said if you will meet half the loss we will halve the loss. 

They said it isn’t worth it. But now they have appealed again to 
the Commission and are delaying us taking off that service. 

The Commissioners themselves said that they didn’t think it was 
worth it. 

So this passenger thing absolutely has to have some kind of overall 
jurisdiction which will take it out of the realm of politics and put it 
into the Commission. 

The Cuatrman. How much are you losing on an annual basis? 

Mr. Pertman. It shows $53 million last year on the ICC figures. 

We think for our railroad the ICC figures are too conservative. 
Where we have these large passenger terminals and these heavy taxes, 
$17 million in New York City alone, these formulas of the ICC do 
not take in the full account of the cost of the terminals. 

And the study made by a group connected with Harvard Univer- 
sity showed that that loss would be nearer $78 million than it would be 
$53 million. 

The CuHarrmMan, You mean $78 million for the entire industry, or is 
that your own? 

Mr. Pertman, No. Just the New York Central Railroad. 

The Cuarrman. New York Central alone, $78 million? 

Mr. PertMan. Yes, sir. 

The Cuarrman. That much loss? 

Mr. Pertman. That much loss. 

It may be interesting while we are at it to say that part of that 
loss comes into the mail category. We are losing $14 million out 
of pocket annually on handling the United States mail. And we have 
been before the Commission since July 1956, trying to get our out-of- 
pocket costs even, and the Postmaster General sent his assistant to 
tell me that if we persisted in asking for it he would put everything 
on the highway and in the air. 

That is the same Post Office Department that subsidizes the airlines 
with mail payments but is not willing to pay us our out-of-pocket costs. 
That is why, as I say, gentlemen, we have to have some kind of a ra- 
tional national transportation policy if the railroads are to survive. 

And if they don’t—if we keep subsidizing the more expensive forms of 
transportation with the tax dollar and drive out the good, just like bad 
money drives out the good, our standard of living is going to go down. 

The Cuarrman. I think, in all fairness to the Post Office Department 
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and the airlines industry, I should not let the record stand on the state- 
ment that you made. 

The Post. Office Department subsidizes certain of the airline industry 
only because the Congress provides for it. There is no more direct 
subsidy to the larger airlines. Terminal facilities, landing facilities ; 

es. 
: Mr. Pertman. I am just stating the fact that airlines do get mail 
subsidies. We don’t even get our out-of-pocket costs. 

The Cuatrman. The large airlines do not get mail subsidies an 
more. The small airlines do. We have provided that for them with 
legislation by the Congress. 

There was a time Shen they were subsidized through the Post Office 
Department on the mail service, but that is not the actual situation as 
of today, and we ought to have the record show that. 

There was a time when the railroad industry was given a big boost, 
and, call it subsidy or anything else, they got it from the Government. 

Mr. Pertman. Let’s also put in the record then, Mr. Harris, that in 
New York City, where we pay $17 million in city taxes, they are 
putting an additional $200 million into Idlewild and an additional $35 
million into LaGuardia. And they have a public bus terminal and a 
public truck terminal. 

The Cuatrman. I made that statement. I say that is true, but that 
is not subsidized by the mail service. That is provided by direct ap- 
propriation from the Congress. So let’s just get the facts where they 
are and recognize them. 

I clearly agree that we cannot go on subsidizing some of the great 
transportation industries of this country and oka to death other 
transportation services that are badly needed, but I think we must 
keep the record straight as to what the facts are. 

I think we will probably want to ask more questions of you. If you 
will just step aside and be available, Mr. Perlman, we will let Mr. 
Grant proceed. 

Mr. Grant. Mr. Chairman, my name is Walter Grant. I am vice 
president of finance for the New York Central Railroad. 

I have read the bill H. R. 11527 introduced by the chairman of this 
committee, providing for a temporary program of government guaran- 
ties of loans to carriers subject to the Interstate Commerce Act for 
financing improvements and development, and for other purposes. 
My comments here relate solely to the financial problems of the rail- 
roads and the assistance which this bill provides toward their solution. 

The loans to be guaranteed are for the purpose of financing capital 
expenditures made by the railroads subsequent to January 1, 1957. 
Capital expenditures are defined as expenditures charageable to the 
transportation investment accounts under the uniform system of ac- 
counts prescribed by the Interstate Commerce Commission. In my 
judgment, such definition is perfectly clear and no confusion should 
exist as to either the type or amount of expenditures which qualify 
for consideration of a guaranteed loan. 

Speaking for the New York Central, capital expenditures as de- 
fined in this bill for the period from January 1, 1957 to the present 
time have aggregated approximately $120 million. It is significant to 
note that only $6 million of this total has been expended during 1958, 
and most of this was incurred in completing projects commenced in 
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1957. The lack of funds and deteriorating operating results have 
resulted in a virtual suspension of all new projects in 1958. 

The guaranty of such loans is limited to unpaid interest and 90 
percent of the unpaid principal of any loan. In addition, it is pro- 
vided that such guaranties will only be made in instances where the 
railroad is otherwise unable to obtain necessary funds on reasonable 
terms. 

It would appear, therefore, that those railroads whose financial 
condition was the weakest would first qualify for the guaranteed 
loans. This is as it should be. However, in my opinion, the financial 
condition of many railroads is presently so precarious that they would 
not be able to obtain loans from private sources with anything short 
of a guaranty of 100 percent of. unpaid principal and interest. I 
have discussed this with representatives of many of the major banks 
and other financial institutions of the country, and have found 
unanimous agreement on this point. 

The committee may wish to invite spokesmen from representative 
financing institutions to speak on this matter. If my views are con- 
firmed, and I feel sure they will be, I urge that the committee consider 
amending this bill to provide for guaranties of 100 percent of unpaid 
principal and interest of approved loans rather than the proposed 
90 percent guaranty. 

Section 503 (b) (3) of the bill vests authority with Interstate 
Commerce Commission to deny the guaranty of any loan whose interest 
rate in the judgment of the Commission is unreasonably high. The 
section also limits the guaranty to loans whose term does not exceed 
15 years. In my opinion, both of these provisions are reasonable 
and practical of application. 

We also believe it to be proper that the Commission collect a 
guaranty fee in connection with each loan guaranteed. Such fees in 
nominal amounts should be adequate to cover administrative expenses 
of the plan. 

The bill terminates authority to guarantee loans at the close of 
March 31, 1959. Since only 10 months remain to that date, and in 
consideration of the necessary time in some instances to complete the 
preparation for and engineering of capital projects, it might be ad- 
visable to extend the authority for a longer period. There have been 
suggestions made that such authority should extend to December 31, 
1960, or June 30, 1961, I think the longer period would be helpful. 

There is no question but that many of the eastern railroads, par- 
ticularly those who have a substantial amount of passenger business, 
are in serious financial difficulties. With the changes suggested, it 
is my opinion that this bill will be of material assistance in this 
emergency. 

This is my prepared statement, Mr. Chairman. 

The CHarrman. Will you repeat that last statement ? 

Mr. Grant. There is no question but that many of the eastern 
railroads, particularly those who have a substantial amount of pas- 
senger business, are in serious financial difficulties. With the changes 
suggested, it is my opinion that this bill will be of material assistance 
in this emergency, treating it as an emergency loan. 

The Cuarrman. The guaranteed loan bill will be of material 
assistance in this emergency ¢ 

Mr. Grant. Yes, sir. 
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The Cuarrman. Does that coincide with what your president, Mr. 
Perlman, said a while ago? 

Mr. Grant. Yes. I think Mr. Perlman divided the legislative 
assistance needed into two parts, and I think he classified this loan 
provision as immediate emergency assistance. 

The Carman. Mr, Perlman, suppose you come back up, too, and 
take a seat beside Mr. Grant. 

Maybe I misunderstood what he said, but I understood his position 
was that the guaranteed loan provision was a long-range program, 
but a direct loan from the Government under appropriations, I assume, 
was the way to meet the present emergency. 

Was that the way I understood you ? 

Mr. Pertman. That is correct. I was also giving that as the AAR 
position, of which I am a director and member of the executive 
committee. 

This 90 percent guaranty would not meet the requirements of a 
railroad that had no collateral and needed money right away. 

The CuarrmMaNn. You are speaking of an individual road that is in 
very serious financial straits at the moment ? 

Mr. Pertman. That is correct. 

The Cuarrman. Mr. Grant, I suppose you are speaking of the broad 
effect it would have on the railroad industry. 

Mr. Grant. That is correct. 

The Cuarrman. I just wanted to get that cleared up. 

Mr. Rogers? 

Mr. Rogers. Mr. Grant, if the railroads were allowed to discontinue 
all passenger service on which they were not making a profit, would 
that solve your problem ? 

Mr. Grant. I speak now for the New York Central, and I concur 
with Mr. Perlman’s views that our most serious problem is our pas- 
senger deficit. If we were allowed to run the passenger business as 
a normal busines, in my opinion it would fix the financial situation 
of the New York Central. 

Mr. Rogers. You say if you were allowed to run the passenger 
business as any other business. You do not say discontinue it. But 
you mean to raise rates and handle it in such manner as to make it a 
profitable operation ¢ 

Mr. Grant. The solution, depending on the area we are speaking 
of, might be rates. It might be discontinuance where the situation is 
hopeless. It might be curtailed service or complete abandonment of 
passenger service. Our branch lines, our different services, our 
commuter business all have different problems. 

Mr. Rogers. With respect to your $78 million loss, how much of 
that is attributable to your passenger service ? 

Mr. Grant. That is the passenger loss, Mr. Rogers. 

Mr. Rogers. The $78 million is your passenger loss ? 

Mr. Grant. Under the ICC formula, as Mr. Perlman stated, we 
registered a $53 million loss last year. Our net result, including the 
operations of our hotels and other outside operations, was a net profit 
of $8 million. 

By simple arithmetic, if we had no passenger deficit, our profit 
would have been $60 million. 

The Cuarrman. Will the gentleman yield ? 
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Mr. Rogers. Yes. 

The Cuarrman. Let’s get that figure again. 

You say the net loss of your railroad business during 1957 was $53 
million ? 

Mr. Grant. Our net loss in the passenger operation. 

The Cuamman. That is of the railroad system that you operate. 
Or is it just the New York Central Railroad ¢ 

Mr. Grant. That is the New York Central system, which includes 
the operation of passenger business on certain leased lines such as 
Michigan Central, Big Four, New York & Harlem and others. 

The Caarmman. You said with the operation of your hotels you had 
an $8 million total net profit. 

Mr. Grant. And our freight operations. The total railroad had a 
profit, including the operation of these businesses not related to the 
railroad business, of $8,423,000. 

The Cuatrrman. In other words, the net income of the total system 
of the New York Central was a net income of $8 million. Is that 
correct ? 

Mr. Grant. That is correct. 

The Cuarrman. That is net profit of $8 million. 

Mr. Grant. Which was not, of course, all from railroad operations. 

The CHarrman. Yes, that is what I understand. 

Mr. Grant. There was about $27 million worth of income from 
sources other than the direct operation of the railroad. 

The Cuarrman. That would include your hotel and some other 
enterprises ¢ 

Mr. Grant. That is correct. 

Mr. Rogers. How much was the net profit from you hotel opera- 
tions, Mr. Grant ? 

Mr. Grant. Our net profit from the hotel operations approximated 
$9 million. 

Mr. Rogers. How much was the profit on your freight operations ? 

Mr. Grant. I am speaking now after fixed charges, because we must 
assume interest as being an expense of the business. 

If we take our $8 million profit and subtract from that the $27 mil- 
lion that we made in extraneous enterprises, we had a loss of $19 
million in the railroad operation of New York Central; $52 million 
of that was the passenger business, so that we had a $31 million profit 
in our freight business. 

Mr. Rocers. What are these extraneous operations besides the 
hotel ? 

Mr. Grant. I can read you the type of income that we have in that 
operation. It includes the hotel operations, as I have mentioned. It 
includes miscellaneous rent income from our properties on Park Ave- 
nue, office buildings, ground leases, and so on. It includes the opera- 
tion from the New York Central Building, of which we only occupy 
two floors at 30 Park Avenue. It includes dividend income from such 
companies in which we hold stock as the Reading Co., the Delaware 
& Lackawanna, and several subsidiaries such as our Merchants Re- 
frigerator Corp., and Northern Refrigerator Corp., which are car- 
owning companies which lease cars to ourselves and to other members 
of the railroad industry. It includes dividends from the Pitts- 
burgh & Lake Erie, which is not a consolidated affiliate of the New 
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York Central. It includes interest from short-term investments 
where we employ our short-term cash and Treasury bills or other 
short-term investments. 

Mr. Rogers. Do you own any truck operations at all ? 

Mr. Grant. We have a New York Central Transport Co. whose 
only operation to date is in pickup and delivery service and in sub- 
stitute service where in prior years we have been granted abandon- 
ment of a branch line if we provided substitute truck service to the 
customer. 

Mr. Rocrrs. Let me get this straight in my mind. 

You say you made a net profit of $8 million on your railroad opera- 
tions. Is that correct? 

Mr. Grant. Total New York Central made $8 million; is that 
right. 

Mr. Rocrrs. That is total New York Central system, or the rail- 
road ¢ 

Mr. Grant. Is the railway system. 

Mr. Rogers. What is the $31 million profit ? 

Mr. Grant. That is the profit on the freight, again for the New 
York Central system, which was completely offset and more by a 
$52 million loss in the passenger business. 

Mr. Rocrrs. The thing I cannot get straight is this: 

Are you keeping your profit on your freight system separate from 
your profit on your passenger system plus your extraneous operations? 

Mr. Grant. We keep three categories, Mr. Rogers. By application 
of the ICC formula, we divide our railroad operations into freight 
and passenger. We also keep a separate record of income from 
sources other than the direct operation of the railroad. 

Mr. Rogers. You lost $53 million on passenger service. 

Mr. Grant. Correct. 

Mr. Rocers. How much did you make on freight ? 

Mr. GRAntT. $32 million. 

Mr. Rogers. How much did you make on your extraneous opera- 
tion ? 

Mr. Grant. $27 million. 

Mr. Rogers. So you have a net profit of $8 million approximately. 

Mr. Grant. That is correct. 

Mr. Rogers. What percentage of profit is that on your investment / 

Mr. Grant. Our investment used for transportation purposes, 
transportation property, is about $1,800 million. 

Mr. Rogers. $1,800 million ? 

Mr. Grant. $1,800 million, yes. 

Our net operations on the railroad, exclusive of this $27 million 
extraneous income, was 2 $19 million loss. So we had no income from 
railroad operations. 

Mr. Roeers. I know, but what I am thinking about is this: 

On your overall system that you are working all together, what is 
your percentage in profit on your capital investment ? 

Mr. Grant. Again I will have to put in the assets that also earn this 
extraneous income. 

Mr. Roerrs. I know, but have you not figured that out? Do you not 
know offhand, Mr. Grant, what the percentage is? 

You say you made $8 million profit on the system. Do you not have 
the figures of what percentage the profit is? 
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Mr. Grant. Yes. It is four-tenths of 1 percent. We have $2 bil- 
lion in total assets in the railroad. 

Mr. Rogers. I wanted to get that in the record. 

What would it be if you were allowed to break even on your pas- 
senger service ? 

Mr. Grant. It would be 3 percent. 

Mr. Rogers. 3 percent on your capital investment. 

Mr. Grant. Yes, sir. 

Mr. Rogers. Mr. Grant, let me ask you this question : 

What is the item that the New York Central Railroad needs more at 
this time than anything else? I know money is, but I am not talking 
about that. 

Mr. Grant. I was going to say, from where I sit, money is the most 
important. However, for the New York Central I think the transfer 
of authority to render a decision in the discontinuance, abandonment 
or modification of our passenger service from the various 11 States in 
which we operate to the Interstate Commerce Commission would be of 
the greatest benefit to the New York Central. 

Mr. Rogers. One thing I am thinking about is those material items. 
You had a $100 million program set up and you began to cut back. 

What is the most vital item that you need material-wise? Is it 
roadbed operations or freight cars or what is it ? 

Mr. Grant. I think Mr. Perlman could better speak to that. I know 
several projects that are very close to his heart. 

Would you like to answer that? 

Mr. Rogers. Yes, Mr. Perlman, if you will. 

Mr. Pertman. I would say that centralized traffic control and elec- 
tronic yards right now would yield us the greatest return, both on the 
investment and service to our customers, and pay themselves back 
very quickly. 

The centralized traffic control between Cleveland and Buffalo 
yielded 87 percent on the investment, and we made one this year in 
certain mechanization, as I say, that cost $214 million and will yield 
$414 million. 

Mr. Rogers. Is that because it cuts down labor cost, Mr. Perlman ? 

Mr. Pertman. The centralized traffic control, as an example, let 2 
tracks between Buffalo and Cleveland do the work of 4 tracks. We 
were paying $1,200 a mile in real-estate taxes alone on that. That 
cut down the real-estate taxes. It cut down the maintenance on 2 
tracks of the 4. It lets the freight trains, which were only permitted 
to go 30 miles an hour on the freight tracks, to go 60 miles an hour on 
the other 2 tracks now because the signals were respaced, and all that 
took place, so it isn’t only in labor. It is in labor and in taxes and 
in material. 

Mr. Rocers. And efficiency. 

Mr. Pertman. And efficiency and better service to the customers, 
and way you get more business. 

Mr. Rogers. Thank you. 

That is all, Mr. Chairman. 

The CuatrmMan. Mr. O'Hara. 

Mr. O’Hara. Take, for example, Mr. Perlman, your operations be- 
tween New York and Chicago. What is that in mileage? 

Mr. Pertman. 960 miles. i 
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Mr. O'Hara. I am thinking way back a long time ago. That used 
to have very heavy traffic, did it not? I mean both freight and pas- 
senger business. 

Mr. Pertman. That is correct. 

Mr. O’Hara. As of today what does that particular operation run? 
Does it run at a profit? 

Taking your passenger and freight operations combined, do you 
run at a profit or at a loss on that operation, if you could sepaarte it? 
I do not know whether you can. 

Mr. Pertman. I would say that freight is a profit to Buffalo. If 
you take the freight and passenger, it is a profit to Buffalo. The min- 
ute we get into New York State the whole thing is a loss because of the 
terrific passenger loss and the high taxes in New York State. 

Mr. O’Hara. Going back to Mr. Grant, Mr. Grant, what are your 
approximate—I mean rough figures; you do not have to have it ex- 
act—interest charges? What do they average on your present finan- 
cial arrangements ? 

Mr. Grant. As a rate of interest ? 

Mr. O’Hara. Rate of interest. 

Mr. Grant. Approximately 4.3 percent. I am speaking of rate of 
interest on face value of our funded debt. 

Of course, at the discounted prices at which our funded debt is 
selling in the market, the yield on our bond is higher than that. 

Mr. O’Hara. Have you been paying dividends on your common 
stock and preferred stock, or on other? 

Mr. Grant. We have no preferred stock. We paid dividends last 
year and the year before on our common stock. We have paid none 
since. 

Mr. O’Hara. Ly last year you mean in 1956 you paid? Or 1957? 

Mr. Grant. The year 1957. 

Mr. O’Hara. You paid in 1957? 

Mr. Grant. Yes. 

Mr. Pertman. May I add to that that only in 3 peacetime years 
since the Central was put together in 1930 as a system have they paid 
regular dividends. 

Mr. O’Hara. Over how many years? 

Mr. Pertman. Since 1930. That is 28 years. 

Mr. O’Hara. And two of them were in 1956 and 1957. 

Mr. Pertman. That is correct. 

Mr. O’Hara. Yet now you suddenly find yourself either where you 
need adrenalin or you need embalming fluid. Is that not right? 

Mr. Pertman. Just as the Chesapeake & Ohio, which last year made 
more profit than ever in its history. Today it has its shops closed 
down. And we cannot urge strongly enough on the Government of 
this United States to be realistic about what is happening in heavy 
industry. We don’t think it is a laughing matter, Mr. O'Hara. 

Mr. O’Hara. I am not being facetious. I am being very serious. 

Mr. Pertman. Darn right. 

Mr. O’Hara, I mean why does it come about so quickly? I sup- 
pose it is like rigor mortis. It suddenly hits you. 

Mr. Pertman. It hasn’t suddenly hit us. We have been talking 
about this for several years, when our taxes were increased in New 
York City on just the bridge that carries the passengers over the 
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Harlem River in 1954 from $70,000 to $490,000 in 1 year. And we see 
the money being spent there for the airports and the bus terminal and 
truck terminal. These things cannot go on. 

Then we see New England with a new throughway being built, and 
the new throughway being built in New York State draining away 
some of the most valuable freight, having the highways being built 
with these billions of dollars now of our tax money, and we don’t think 
that is funny. 

In New England, as an example, we said 2 years ago that the car 
loadings on the Boston & Albany Railroad then were less than in the 
depression year of 1932. Right now in 1958 the depression of 1932, 
as for the car loadings on the New York Central, looks like just a pale 
recession. 

That is what has been happening here. But it is very difficult to 
make some people in Government realize that. 

Mr. O’Hara. The question arises is it worth pouring money into 
your system to be siphoned off by New York State. I mean unless you 
get some consideration from the taxing authorities of New York State 
and the municipal taxing authorities, do you not face a continuing 
problem of whether it is going to be worth it ? 

Mr. Pertman. Yes, sir. But if we had the ICC jurisdiction to tell 
Mr. Mayor of New York City that if he kept raising that tax we would 
move right out of New York City with ICC permission, that wouldn’t 
goon very long. 

The Legislature of the State of New York this year passed a bill to 
freeze railroad taxes in the State of New York. But Governor Harri- 
man vetoed it. 

I don’t think those things would go on very long if they knew they 
couldn’t play politics with the railroads in these States the way they 
are doing. 

Mr. O'Hara, That is all ,Mr. Chairman. 

The Cuatrman. Mr. Hale. 

Mr. praia Mr. Grant, have you any passenger business that shows a 

orofit ? 
' Mr. Grant. We have some long-haul coach business which covers 
direct out-of-pocket expenses. By that I mean, with no assessment for 
any share in the maintenance of right-of-way, some of our long-haul 
trains do break even or perhaps show a slight black figure to absorb 
the train crews, the fuel oil, and the maintenance of passenger equip- 
ment. We have none that absorbs any share of the maintenance and 
general expenses of the railroad. 

Mr. Hate. Do you still run the Twentieth Century to Chicago? 

Mr. Grant. It is consolidated with the Commodore Vanderbilt and 
is Te as the Twentieth Century. We have taken the extra 
fare off. 

It is a moot question as to whether the Twentieth Century as such 
still exists. 

Mr. Hate. Do you still get a good volume of traffic on a train like 
that? 

Mr. Grant. No, sir. 

Our reason for consolidating the Commodore Vanderbilt and the 
Twentieth Century was that, in lieu of normal traffic levels of 125 to 
150 passengers per run, it dwindled to 60 to 80 per run, on which basis 
it was just not feasible to continue it as a single train. 
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Mr. Harz. Would you go to the point of saying that the railroads 
should not be reciained. to carry any passengers at all? 

Mr. Grant. No, sir, but I think we should be permitted to operate 
the passenger business on a businesslike basis and be afforded an oppor- 
tunity to make a return on the investment. 

I cannot see that the railroad industry as a private enterprise should 
be called upon to subsidize any branch of its business any more than 
any other private enterprise does. 

Mr. Harz. That is just what I am getting at. 

What passenger business would you have left if you eliminated the 
part of the passenger business that you do not like ¢ 

Mr. Grant. It is our hope that with ICC jurisdiction over the 
passenger business many of these things that contribute most heavily 
to this deficit would be eliminated or amended: (1) These high taxes 
on the urban terminals where our competition operates from tax-free 
terminals and we are supporting those through our own taxes. We 
don’t think the States can let that continue if we have the ability to 
withdraw if they don’t correct it. 

At the present time our hands are tied in having anything to go toa 
State with and say, “If you don’t do this we will do this,” because we 
have no weapon. 

Mr. Hate. One trouble with the railroads is that there isn’t any 
one agency that can help them. For example, one important part of 
the expenses of your railroad is undoubtedly local taxes. 

Mr. Grant. Yes, sir, a very important part. 

Mr. Hate. I suppose there are at least a thousand different com- 
munities that tax parts of your property, and neither the ICC nor any- 
body else can do anything about those local communities. Is that not 
correct ? 

Mr. Grant. That is correct. We pay more local, State, and munic- 
ipal taxes in the form of franchise and real-estate taxes than any 
railroad in the country, and we pay more to New York State than 
any railroad pays to any State in the country. 

It isn’t a question of using a weapon to go out of the passenger busi- 
ness entirely, Mr. Hale. It is the point that we are absolutely helpless 
now before these taxing authorities. We have no negotiating position 
whatsoever. 

However, if we had a Federal authority that said, “Now, either this 
run has to be put on a basis so that it can break even and sustain itself 
or else we are going to authorize abandonment,” I think the position of 
many of these State commissions would change radically and fast. 

Mr. Hatz. I do not know what Congress can do that would solve or 
alleviate your local tax problems. 

Mr. Grant. If they would give the ICC authority over the discon- 
tinuance and abandonment of this passenger business, as has been pro- 
posed elsewhere, we believe that would be the weapon that the rail- 
roads could use to be in a bargaining position on these exorbitant taxes. 

Mr. Hate. Is there a bill pending that does that ? 

Mr. Grant. There has been a proposal made. There is no bill pend- 
ing, tomy knowledge. 

The Cuatrman. There is a bill in the Senate on it. 

Mr. Grant. To me it is a perfectly local extension of the ICC au- 
thority because even the Supreme Court has recognized the inter- 
locking position. of passenger losses and freight profits, and if pas- 
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senger losses become so high as to be a burden on interstate commerce, 
I believe it is a proper jurisdiction of the Interstate Commerce 
Commission. 

Mr. Hate. Actually, if I understood your testimony correctly, your 
nonrailroad profits, left to themselves, would produce more net revenue 
than you are getting now. Isthat correct? 

Mr. Grant. That is correct. 

Mr. Hate. All you have to do is give up the railroad, 

Mr. Grant. Sometimes, Mr. Hale, I wish we had. 

Mr. Hate. Which is really a rather grotesque situation. 

Mr. Grant. Yes, it is. 

Mr. Harz. What is the bonded indebtedness of the Central ? 

Mr. Grant. The entire system’s debt, including those issues of 
leased lines which the Central has guaranteed, is $980 million. That 
includes, incidentally, equipment obligations to the extent of about 
$250 million. 

Mr. Hare. About $980 million ? 

Mr. Grant. Yes. 

Mr. Hare. Your bonded indebtedness is approximately half your 
assets. 

Mr. Grant. When you are speaking of bonds, do you mean to 
include trust certificates for the financing of equipment ? 

Mr. Hate. I mean bonded indebtedness of the road plus equipment 
trusts. 

Mr. Grant. That is $980 million. It is approximately half of the 
total gross assets of the company. 

Mr. Hate. In addition to that, you have large bank loans? 

Mr. Grant. We have bank loans only in connection with equipment 
purchases. We have no direct short-term bank loans. 

Mr. Hate. Short-term / 

Mr. Grant. We have taken back loans under conditional sales 
with commercial banks to finance equipment purchases. So, to that 
extent, we have bank loans. But purely an outright bank loan not 
secured by equipment, we have none. 

Mr. Hate. You mean bank loans in connection with conditional 
sales. 

Mr. Grant. Yes. 

Mr. Hare. Give an example of that kind of a transaction. 

Mr. Grant. For example, on January 1, 1957, we had commitments 
for $33 million worth of equipment which was coming in rather 
rapidly. On top of that I had additional equipment trusts which I 
was issuing for purchases of equipment from other vendors. So I 
went to a group of my major banks and proposed that they finance this 
$33 million worth of equipment for a 10-year period, which they did. 
That is now a year and a half old, and approximately 15 percent of 
it has been paid off. It is payable semiannually. 

So I do have in that one instance, for example, bank loans to the 
extent of $33 million. 

Another time I have made, incidentally, and aggregate of over $60 
million of similar deals with different banks. 

Mr. Hate. That is really just the same as equipment trusts except 
that it is held by a bank instead of the public. 
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Mr. Grant. An equipment trust is ordinarly, first of all, for 15 
years rather than 10. And, secondly, it is marketed publicly and held 
by many investors instead of concentrated in a few commercial banks. 
We have done both types in the past 2 years, equipment trust financing 
and bank loans. 

Mr. Hate. Your bank loans, I suppose, are not short-term loans. 

Mr. Grant. No. They are made for 10 years because they are se- 
cured by the equipment. 

Mr. Haz. Do you have any loans from insurance companies ? 

Mr. Grant. No, sir. 

Again, insurance companies own some of our equipment trusts and 
conditional sales, but we have made no direct loans other than in 
connection with 

Mr. Hate. If you had an equipment trust issue, insurance companies 
might well buy the certificates in the open market. 

Mr. Grant. That is correct. In addition to that, particularly in 
1951, a very large conditional sale was created in which the insurance 
companies took the later maturities of that conditional sale and the 
banks the earlier maturities. That was approximately $100 million. 

Mr. Hatz. If this legislation or something like it were to pass, you 
anticipate that insurance companies might be interested to lend. Is 
that correct ? 

Mr. Grant. I think it would depend on the term. Insurance com- 
panies are quite firm in their view that they are not short-term lending 
institutions. 

This bill provides for loans up to 15 years, and, in my judgement, 
insurance companies would be interested. 

Mr. Hatz. You say they will be interested ? 

Mr. Grant. They will be. 

Mr. Hate. Just explain a little bit what you said about the insurance 
companies, on terms of loans. 

Mr. Grant. If you were to go and say to an insurance company that 
you would like a 2- or 3-year loan or even a 5-year loan, insurance com- 
panies are very reluctant to grant that type of loan. They consider 
that a short-term loan, and they don’t think that is their normal 
business. 

However, if you go to them with a loan up to a period of 15 years, 
with equal installment payments or some sort of provision, that is the 
type of loan they are interested in. 

They feel that the commercial banks fully fill the function of short- 
term loans, 2, 3, or 4 years, while they stand ready to commit for 
longer-term money. 

Mr. Hate. The rate of decline of your freight business is not as 
steep as the rate of decline of your passenger business. Is that correct ? 

Mr. Grant. At the moment I don’t think there is very much to 
choose between the two. However, the decline in passenger business 
has been going on for a number of years, and if you were to pick a year, 
say 5 years ago, and compare the passenger business decline versus the 
freight business, the passenger decline would be much sharper. 

If you measure the passenger decline in 1958 versus 1957 I don’t 
think there is much to choose from. But the passenger business in 
1957 had already declined substantially. It has been an eroding 
process over many years. 
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Mr. Hate. Mr. Perlman said something about the foundation of 
the system in 1930. The New York Central Railroad historically 
goes far back of 1930. Perhaps Mr. Perlman would want to answer 
that. 

Mr. Grant. I think what Mr. Perlman may have had reference to 
was that the consolidation of several of the Central and its subsid- 
laries was accomplished in 1930. At that time the Big Four and the 
Michigan Central as railroad operations, which up to that time were 
kept separately in separate accounts, were consolidated in New York 
Central system accounts. They were the two major ones. There were 
other ones that were brought into the system at that time. 

So the New York Central system, as it is recorded today in the 
accounts, really began in 1930. Prior to that time there were several 
sets of accounts. 

Mr. Hate. On volume of traffic you are not as well off as you were 
in the early 1930's, are you ? 

~ Mr. Grant. Currently, no. 

I say no. I think you also have to take the factor in of the present 
value of the dollar compared to 1930 to get a really correct comparison. 
And, on that basis, we are far worse off right now than we were in 
1932. 

Mr. Hate. In terms of car loadings? 

Mr. Grant. In terms of car loadings? I couldn’t answer that, Mr. 
Hale, without checking accurately. 

Mr. Pertman. I can say that in February of this year our car load- 
ings were lower than any month in 1932 or 1933. 

Mr. Hate. What about the late 1930's ? 

Mr. Pertman. Any of the 1930’s. We have reached the lowest point 
that we have reached since we were put together as a system. 

Mr. Hate. February was the worst month in your history in car 
loadings ? 

Mr. PertMan. Yes, sir. 

Mr. Hare. Do you have any March figures ? 

Mr. Peruman. I haven’t compared the March figures. I just had 
that in my head because of our February losses. But I would say that, 
of course, March was better than the month of February because you 
had more days in March than you had in February. So you would 
have more car loadings in March than in February. 

Mr. Hate. I suppose snow removal is alse quite a factor in your 
expense account, is it not ? 

Mr. PeritMan. It is, and this year in New York was the worst winter 
in 43 years according to all the statistics there. 

Mr. Hive. That would affect your earnings but not your car 
loadings ? 

Mr. Periman. It also affected our car loadings because many of the 
people in New York State couldn’t get to work, just like the Army 


couldn’t get to work here at the Pentagon. So that reflected on our 


sar loadings there, too. 
Mr. Hare. I think I won’t ask any more questions. 
Mr. Roeers (presiding). Mr. Flynt, have you any questions? 
Mr. Friynt. No, sir. 
Mr. Rocers. Mr. Younger? 
Mr. Youncer. Two questions. 
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Mr. Grant, you did not cover in your prepared statement the recom- 
mendations of Mr. Freas, the Chairman of the ICC, that maturing 
oeerenes of the railroad should also be included under the guaranty 

an 
; Mr. Grant. Mr. Younger, that would be very helpful indeed. I 
was addressing myself purely to the provisions as they were in this 
bill and how they would apply to the New York Central. 

Mr. Younerr. Then you would agree with the Chairman of the ICC 
to amend this bill to include maturing obligations? 

Mr. Grant. No. 

If this bill were to be amended to be of broader assistance to the 
railroads and to accomplish the purposes, if I understand this com- 
mittee’s intent, and that is to put people back to work and to stimulate 

material purchases, I think that in the case of many railroads capital 
provisions as provided in this bill are secondary to catching up on 
some maintenance of equipment and roadway. 

If the funds were available I think that this maintenance would, of 
necessity, have to have first priority. It would employ people obvi- 
ously in the same manner that a new capital project Soak employ 
people in terms of labor and material. 

‘Because of the deepening effects of this recession and the fact that 
it has been going on in the railroad industry for some time, and con- 
sidering the financial condition of some of the roads in the East, it 
might be, if this bill were to broadened, the best approach to it would 
be to include the borrowing of money not only for capital expenditures 
but for the maintenance of equipment and road, certified by the Inter- 
state Commerce Commission as necessary and desirable. 

Personally, I think that is preferable to the repayment of funded 
debt. 

Mr. Youncer. One other question. 

From your experience, do you think it would be helpful to put 
all of the surface and air transportation system in this country under 
one supervising head from the Federal standpoint ? 

Mr. Grant. Yes. We couldn’t be any worse off, because we have 
no voice in the inner circles of. the Cabinet now, and anything that 
gave us a partial voice, I think, would be helpful to the railroad. 

Mr. Youneer. That isall, Mr. Chairman. 

The Cuaman. Mr. Macdonald. 

Mr. Macponatp. No questions, Mr. Chairman. 

The Cuatrrman. A few questions that I want to ask, and either of 
you may answer them. 

In the first place, Mr, Perlman, I will ask you this question: You 
feel, personally, to provide the relief that is needed here in the emer- 
gency, that your railroads would be better off by having a direct 
appropriation. Is that right? 

Mr. Pertman. That is correct. 

The Cuarrman. I am sure you also realize the problems that. would 
develop should we undertake to provide such emergency relief funds 
right out of the Treasury of the United States. 

I suppose an alternative proposal for that particular approach 
would be the procedure that we had for a long, long time under 
what we used to refer to as an RFC loan, which would be a direct 
Government loan. 
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Of course, you understand the problems that also developed with 
reference to the RFC and the urgency of business people, financial 
institutions, and the money market of doing away with the RFC. 
And to reestablish such a program at the moment, I fear, would bring 
about such a controversy that the whole purpose of the emergency 
relief might be defeated. You realize that, do you not? 

Mr. Pertman. Yes; I do. 

I might say, Mr. Harris, that why the industry took the position 
of direct loans rather than the 90 percent guaranteed loan is that 
in the annual meeting which we had at the Harvard Business School 
a month and a half or so ago we were told by some of the financial 
people who attended that a 90 percent guaranteed loan would not 
be considered by them as available to most of the railroads that were 
in dire need. 

So I would say that if we had the guaranteed loan, if it could be 
100 percent, I would have no objection to that. But I just stated 
that as a practical matter. 

I think if what you have here could be changed to something ac 
ceptable to the financial institutions, I would have absolutely no 
quarrel with it at all. 

The Cuarrman. I understand from important people who are in 
the financial field that there is ample or plenty of money available. 
Is that true or not? 

Mr. Grant. Money is becoming much freer than it has been. 

The Cuarrman. Mr. Perlman, we might as well get it on the 
record: 

Are you in a position to state the name of some of these financial 
institutions that say that we would not cooperate under the 90-percent 
loan deal ? 

Mr. Pertman. I would be glad to have Mr. Grant give you that. 

Mr. Grant. Mr. Chairman, you have me in sort of an embarrassing 
position. I discussed this with these various financial institutions 
with the agreement that I would present the consensus and not quote 
individual names. 

The reason for that is that each institution has a little bit different 
approach to guaranteed loans. I ran into one, for example, who, as 
a matter of policy, does not make Government-guaranteed loans. 
They have not taken tanker loans. They have not taken FHA-guar- 
anteed loans. It is their policy. 

That was not the caaaaaienii position, however, of the financial 
institutions, and I would be reluctant to quote them. 

The CuarrMan. I just do not understand that position, because a 
90-percent guaranteed loan would mean that the companies themselves 
and the financial institutions would have to take a little chance them- 
selves, a 10-percent chance. 

If Government is willing to take a 90-percent chance, why would 
not the institutions and the industry itself be willing to take a 10- 
percent chance ? 

Mr. Grant. I think I can clear that up, Mr. Chairman. 

They looked at this bill and said, “By definition, these guaranties are 
going to be given only in instances where the railroad is otherwise 
unable to obtain funds on reasonable terms. That means that you 
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must consider a railroad who does not have collateral, for example, to 
provide any measure of safety in this loan. 

On that basis, these financial institutions said, “Then, we must give 
you an answer based on those railroads which are in the weakest finan- 
cial condition of any railroads in the country, and, on that basis, we 
would not feel justified in risking our stockholders’ money for 10 per- 
cent of the loan which, in our opinion, is to a very poor credit risk.” 

The Cuarrman. In other words, if I can rightly analyze that think- 
ing just a moment, 90 percent of the first payment from any funds 
available from the railroads in relief funds would have to go to the 
Government and would have to go to the payment of the 90-percent 
partoftheloan. Isthat right? 

The other 10 percent, of course, would not be guaranteed, and they 
are fearful that you will be able to make 90 percent or less payments 
and they might have to stand the other 10 percent. Is that the think- 
ing among them? 

Mr. Grant. No. They consider that any repayments that were 
made would be made against the loan and then, as I understand the 
bill, 90 percent of any unpaid principal would be guaranteed by the 
Government, so that at all times whatever remained unpaid, 90 per- 
cent would be shared by the Government and 10 percent by the financ- 
ing institution. It might be half of the original loan; it might be 100 
percent of it. 

The CHatrman. It is a much more serious situation than I had 
thought it was, because, if the financial institutions of this country 
are unable to take a chance with the industry, as important as this 
industry is, to the extent of 10 percent, then it is getting in a very bad 
situation. 

Mr. Grant. That comment now applied because they said they 
must apply it, on the basis of this bill, to those railroads in the weakest 
financial position. They did not say they would not grant any rail- 
road in the United States a loan on a 90-percent guaranty. 

Considering those in the weakest financial position, in other words, 
those that were unable to get loans on any reasonable terms, then 
their answer had to be “No” on that because their feeling, apparently, 
in the financial fraternity was that there was a very real doubt of the 
ability to repay. 

The Cuatrman. Is it your proposal here, then, that up to that 100- 
percent authority be provided, and, if the administrative agency deter- 
mines that it is necessary and you have to go to 100 percent, it can 
be done, but in some instances it might be less ? 

Mr. Grant. I think that would be a very fair provision. 

The Cuarrman. In broadening the terms of this proposal here, may 
I inquire into some more specific reasons? If the purpose of it is 
to replenish working capital, might I ask: Has the working capital 
been reduced by reasons of declaring dividends in the railroad indus- 
try, generally, or by reasons of purchasing outstanding obligations 
in excess of sinking-fund requirements? 

Mr. Grant. I would say that, for those railroads that most need 
the immediate assistance, it is not because they have been declaring 
dividends, but because of their debt maturities, declining traffic, and 
the continuing wage spiral. 
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The Cuatrman. If the proposal is to enable the paying off of bonds 
at maturity, what railroads do you think are involved in immediate 
maturities of this character? Maybe you would want someone else 
to mention that, but I think you know the picture, generally, yourself 
pretty well. 

Mr. Grant. I have a total here of the maturing debt of seven rail- 
roads in the East here, railroads that are represented here today, and 
others. The maturing debt to December 31, 1960, of these 7 railroads 
is $325 million. 

Mr. Hate. Say that again. 

Mr. Grant. $325 million of maturing debt of 7 railroads in the East. 

The Cuatrman. When? 

Mr. Grant. Between now and December 31, 1960. That is, the next 
30 months. 

Mr. Hate. In the next 30 months. 

Mr. Grant. Yes, sir. 

Mr. Hate. $325 million in the next 20 months? 

Mr. Grant. Yes, sir, exclusive of interest. This is just principal. 

The Cuarrman. Is that equipment trusts? 

Mr. Grant. Of that amount, $125 million is in bonded indebtedness 
and $200 million in equipment debt. 

The Cuarrman. What would be your reaction to a provision that 
no railroad obtaining a guaranteed loan of this kind could pay divi- 
dends during the time of the loan ? 

Mr. Grant. I think that is a reasonable qualification, Mr. Chairman. 
There is just one hesitancy in it, and that is that, obviously, if you are 
going to put that provision in, if it is a 15-year loan, you effectively 
freeze dividends on a railroad for 15 years. That would mean, then, 
that such loans would have to have a callable feature in them without 
too stiff a penalty, or, otherwise, I don’t think it would be workable. 

The Cuamman. They could be shorter term loans, could they not? 

Mr. Grant. The company at the outset might not know the term 
over which it needed the loan, and would, obviously, try to extend its 
maturities as long as it could. If conditions improved, they may want 
to pay them off, and I think you would have to have these callable so 
that you didn’t have an absolute prohibition for anywhere from a 5- to 
a 15-year period if the ability to repay them developed subsequently. 

The Cuarrman. Would such a limitation work so as to bring about 
the repayment of loans in some instances quicker ? 

Mr. Grant. I am certain where a company had regained its earning 
position and was in a position to pay off the loan, that would be one 
of the principal considerations motivating their paying off the loan. 

The Cuarrman. The Senate committee recommended that policy. 
Do you agree with it ? 

Mr. Grant. I would rather not see it in there, but I can’t argue 
with it as a sound financial provision, Mr. Chairman. 

The CuatrmMan. What about you, Mr. Pearlman ? 

Mr. Pertman. I feel the same way as Mr. Grant. I certainly 
wouldn’t want to be paying dividends if I had a so-called emergency 
loan staring me in the face. That is why I said that I would rather 
beat the bushes outside for a loan than go to the Government for an 
emergency loan. 
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The CxarrmMan. Do you think, if such an emergency loan was made 
available, that it would tend to assist you in obtaining outside loans 
which are difficult to get now ? 

Mr. Pertman. I will let Mr. Grant speak to that. 

Mr. Grant. I think it would be of material assistance. One of the 
major questions in a financial institution’s mind right now is: How 
do you plan to refund this loan if it becomes apparent that you need it 
for more than just the short period of the current emergency ¢ 

I think, with this ability to secure a guaranteed loan, it would 
develop in the mind of financial institutions for some railroads—now, 
again, all railroads are different—it would be a major factor in the 
minds of the lending institutions. There are other railroads where I 
don’t think it would help. I think they would have to come directly 
to the Government for a guaranteed loan. 

The CHarrman. You feel that a provision of this kind could be 
helpful, that is, could bring about stability in the industry only if a 
number of other longer-range programs were to be adopted ? 

Mr. Grant. Yes, sir. 

The CHarrman. And one of those, which you have discussed here 
this morning, and I think very appropriately and quite clearly, is 
extending authority to the Interstate Suosaaee Commission to do 


something about services by the industry that is producing such a 
tremendous loss within the industry. 

Mr. Grant. Yes, sir; very firmly. 

The Crairman. If the railroad industry were to be relieved of this 
service, which is losing your own company $52 million as of last year, 
as you testified, and that passenger business were to be put on a sound 


and paying basis, do you think that that would have a tendency to 
reduce freight rates to the public ? 

Mr. Grant. I think ultimately it would, Mr. Chairman, and I would 
say this; that if that were done tomorrow the New York Central 
would see no need for this type of emergency legislation. 

Mr. Peruman. May I qualify that, Mr. Chairman. I agree with 
Mr. Grant, but T think that when it comes to freight rates, also, we 
have to consider the spiraling inflation that is hitting us in the wage 
category, and I might say to you that if we hadn’t had the money in 
the last 2 years to make the improvements on our railroad in automa- 
tion and in the things that we have done to save operating expenses 
as well as increased services, this would be an academic appearance on 
our part because we would be in bankruptcy today, and I think it is 
very important that the railroads have the capital funds to stay ahead 
of this inflationary trend in wages. 

The only way that we can meet it is by increased productivity of 
our plant, and the only way that we can get increased productivity in 
our plant is capital expenditures for automation and all these things 
that we are trying to do on the Central. 

The Cuarman. If you could do something about this loss side of 
your business, that would provide some capital ? 

Mr. Pertman. That could provide the capital to do that. It seems 
terrible to me to throw away $52 million in what is an uneconomic and 
unwanted service and leave the freight yards and the shops and the 
maintenance facilities in this shape that, with a little money, we could 
save a great deal of operating expenses. 
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The Cuamman. How many people heve you laid off in the last, say, 
2 years ? 

Mr. Pertman. Let’s take since I came here 4 years ago. There 
were around 100,000 people on the payroll and, today, there are a little 
over 59,000. 

The Cuarrman. In the last 4 years? 

Mr. Pertman. In the last 4 years. 

The Cuatrman. In other words, you have laid off a little over 
41,000 people in the last 4 years ? 

Mr. PerutmMaNn. That is correct. 

The Cuatrman. That is terrible. 

Mr. Macponatp. May Lask one question ? 

The Cuatrman. Yes, Mr. Macdonald. 

Mr. Macponap. Have you had any increases since the inflationary 
spiral of wages has come about ? 

Mr. Pertman. Yes. We have had 15 percent in pullman, and I 
believe it was 5 percent in coach, but nothing to fully meet the increased 
costs. 

Mr. Macponaup. Do you know how much the wage spiral has gone 
up, percentagewise? Would you say it would amount to more than 
15 percent ? 

Mr. Pertman. Oh, yes; I would say that, with the 40,000 less people 
on our payroll, our dollar payroll is very near what it was when we 
started cutting the people off 

The Cuarrman. If the program, as we have been discussing here, 
were to be authorized, would you start putting some people back to 
work ? 

Mr. Peruman. Yes, sir; we would open up our carshops imme- 
diately, because it is my firm opinion that, should there be an upturn 
in business with all the carshops shut down in the East, we will not 
be able to handle the great business that will be offered to us. 

The CuHarrman. Could you estimate how many people you might 
put back to work ? 

Mr. Pertman. I would say, immediately, 2,000. 

Mr. Hatz. How many ? 

Mr. PertmMan. Two thousand, at least, immediately. 

The Cuarrman. And ultimately ? 

Mr. Pertman. Ultimately 10,000. 

The CuarrmMan. Over what period of time to reach that 10,000? 

Mr. Pertman. It would, of course, depend on economic conditions, 
but we have our plans for these new yards. We have our plans for 
the CTC clear through 1963, and it would be no job to put them back 
immediately, but, again, I say that before we would go to the full 
10,000 it would depend on what we saw ahead of us as far as Congress 
is concerned in relief from some of these crushing inequalities under 
which we now operate. 

The Cuatrman. In addition to this so-called abandonment of serv- 
ice, or the adjustment-of-service authority to be extended to the ICC, 
do you include in the categories of requirements something that should 
be done with reference to the agricultural exemption problem. 

Mr. Pertman. Yes, sir. 

The Cuatrman. Is that a very serious problem to your industry ? 


a 
. 
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Mr. Pertman. It is. It isa very serious problem. This redefinition 
of “common carriage” is a very serious problem. 

Mr. Hatz. Redefinition of “common carrier” or redefinition of 
“private” ? 

Mr. Pertman. Private. I am sorry; private carriage, Mr. Hale. 
ee say one of the No. 1 necessities is repeal of excise tax on 

eight. 

That is draining more and more of our business away from us every 
day because today a shipper, whether he is large or small, can go out 
and lease a truck for fis own private carriage, and the excuse of 
the 3-percent excise tax will almost pay for the rental of that 
truck, so that he escapes on his fixed load back and forth any 
excise tax, and he leaves us to hold the umbrella of his unbalanced 
Joads in one direction or his peak loads, and that is draining more 
and more of the substance from the railroads. 

That was put on during the war to keep people from using common 
carriage, and it is still on. It is one of the most foolish things that 
has ever happened, and the Chairman of the Interstate Commerce 
Commission a year ago wrote to the chairman of the Senate Finance 
Committee that the Government was losing more in income taxes 
from this tax than it was making in excise taxes, and I see no excuse 
for it, anyway. 

The Cuarrman. What about depreciation ? 

Mr. Pertman. Depreciation is a very important part of this situa- 
tion for the railroads which today are paying income tax. 

Unfortunately, my own railroad, except during the war vears. 
hasn’t even made enough money to pay income tax, so that is an 
academic question with us, although for the western and southern rail- 
roads, I think it is a very important situation. 

The Cuarrman. Could a program of depreciation of cars be ad- 
justed that would aid in or economic situation ¢ 

Mr. Pertman. It would help the industry. It would not help us, 
as I said before. 

That has an effect on taxes, and unfortunately, we are not in an 
income-tax position, but it would help the rest of the industry and I 
would say, Mr. Chairman, that it would be most helpful to the rail- 
road industry. 

I don’t want to take the narrow view of New York Central, but as 
a member of the association of New York Central, I would say it 
would be very helpful. 

The Cuatrman. Another provision which the administration has 
proposed, and that is somewhat of a compromise, I suppose, is with 
regard to the ratemaking authority. 

Are you familiar with the recommendation of the administration 
on that presented by the Secretary of Commerce? 

Mr. Pertman. Yes, am. While I think that it is very important 
that rates be made which will allow the most economical form of trans- 
portation to make a rate which will fit its industry, if is can show that 
it is making a reasonable return on that rate, I believe that should be 
allowed to go in. I think it would help the shippers and I think it 
would help the economy of the country. 

The CuHarman. The Senate committee in its recommendations 
would add a new section to 15 (a). You are familiar with that, are 
you not ? 
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Mr. PertmMan. Yes, sir. 

The Cuarman. It would provide: 

In a proceeding involving competition with another mode of transportation the 
commission in determining whether a rail rate is lower than a reasonable mini- 
mum rate shall consider the facts and circumstances attending the movement of 
the traffic by railroad and not by such other mode. 

What would be your comment on that ? 

Mr. PertmMan. That was a compromise on the part of the railroads 
to make the language more palpable and helpful to the motor industry, 
and the Association of American Railroads said in benefit of the whole 
transportation policy they would go along with that. 

The Cuatrman. How does that coincide with what the Secretary of 
Commerce recommended ; do you know ? 

Mr. Pertman. This is much clearer. The language is much clearer 
and much more understandable than what the Secretary of Commerce 
said. 

The Cuatrman. I was not sure that the Secretary of Commerce had 
actually suggested language. I think he suggested a program. 

Mr. Pertman. Their language is “Just and reasonable rates.” 

The CHarrMan (reading) : 


We would therefore authorize 
said Mr. Weeks: 


The Commission, in determining whether or not a rate is unreasonable low, to 
take into consideration the effect of the rate on competition or on a competitor 
only where its effect might be substantially to lessen competition or tend to create 
a monopoly, or where the rate was established for the purpose of eliminating or 
injuring a competitor. 

That is a statement of policy only. 

Mr. Pertman. It isn’t as clear cut as the Senate subcommittee’s 
language. 

The CHarrmMan. Yes. 

Mr. Hale. 

Mr. Hate. I just wanted to ask, Is that language which Mr. Harris 
read from Mr. Weeks’ letter sort of a modern version of the so-called 
shall nots? 

Mr. Pertman. It is a modified version of the shall nots on their part. 

Mr. Hate. Slightly diluted; is that it? 

Mr. Pertman. That is correct. 

Mr. Hare. How does it differ in effect from the shall nots? 

Mr. Pertman. In the shall nots the Department of Commerce went 
into intramode as well as intermode competition. In this it just takes 
intermode competition. 

The Cuatrman. If the gentlemen will permit, that was not what 
Mr. Weeks said. I asked him the direct question. 

Mr. Pertman. That was our understanding and again that is why 
I say the language is not very c ‘lear and that is why I personally would 
say that the Senate subcommittee’s language is more understandable 
and better than what the Weeks recommendation meant. 

The Cuarrman. Have you anything further, Mr. Hale? 

Mr. Hate. No. 

The Cuatrman. Thank you, Mr. Perlman, and Mr. Grant. We 
have kept you a good long while here, but this is a very, very important 
program and we are trying to develop the record on it. 
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Mr. Pertman. May I again express by appreciation for your help 
in this matter. 

The CuarrMan. The committee will adjourn until 2 o’clock, at 
which time Mr. J. M. Symes, president of the Pennsylvania Railroad 
Co., will be the witness. 

(Thereupon, at 12:20 p. m., the committee was recessed. to reconvene 
at 2 p.m., same day.) 










AFTERNOON SESSION 


The hearing was resumed at 2:15 p. m., pursuant to the recess. 
The Cuarrman. The committee will come to order. 
The first witness this afternoon will be Mr. James M. Symes, presi- 
dent of the Pennsylvania Railroad Co. 

Mr. Symes, we are glad to have you present your testimony on this 
important problem. 








































STATEMENT OF JAMES M. SYMES, PRESIDENT, THE 
PENNSYLVANIA RAILROAD CO. 






Mr. Symes. Thank you, Mr. Chairman. 
My name is James M. Symes. I am president of the Pennsylvania 
Railroad Co. I have been associated with the railroad industry for 
42 years, mostly in the operating department. 

I would like to express my gratitude for the opportunity which you 
have given me to appear in these hearings. While I will be discussing 
some of the problems facing railroads other than my own company, 
I want it to be understood that my views are being expressed on behalf 
of the Pennsylvania Railroad Co. only. Sometimes some of my col- 
leagues do not always agree with me. 

Your subcommittee, I understand, is devoting these hearings which 
began on April 28, to considerations of H. R. 11527 which was intro- 
duced on March 20 by the chairman. 

The purpose of the bill is to provide for a temporary program 
of assistance to common carriers subject to the Interstate Commerce 
Act so as to enable them to finance improvements and developments. 
It is provided in the bill that the financing contemplated would be 
limited to so-called additions and betterments and to other capital 
expenditures for the acquisition or construction of equipment and of 
fixed improvements. This was amplified by the chairman in his state- 
ment at the opening of these hearings, as I understand it. He pointed 
out that it was the purpose to stimulate reemployment in the trans- 
portation industry through the immediate launching of capital ex- 
penditure programs which may have been deferred due to the financial 
problems litiie certain railroads. In my testimony I will discuss in 
detail most of the important provisions of H. R. 11527. 

However, before directing your attention to the provisions of the 
bill, I think that you might find it helpful if I were to outline briefly 
to you the nature and extent of the financial problems which now 
confront the railroad industry, particularly in eastern territory. As 
you might suspect, there are many phases to this problem and the 
various railroads involved have a number of different forms of the 
problem confronting them. The really serious situation exists prima- 
rily among eastern railroads and is most acute for those lines which 
have a large volume of passenger business, and especially commuter 
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business. I will not go into detail on this point, because ample studies 
have been made which demonstrate conclusively that passenger sery- 
ices generally are performed at very heavy losses, and railroads which 
have a relatively larger share of this business inevitably get into 
trouble when the profitable freight business falls off substantially as 
it has within the last year. 

I think everyone agrees that something must be done soon about these 
assenger service losses because they seriously distort the real per- 
ormance of the railroads that have to carry them. However, that is 

not the concern of your committee today, as I understand it. We are 
talking now about the immediate financial problems which a number 
of eastern railroads, and some in other areas, are facing as a result of 
these general conditions which I have just described. In order to 
show you the extent of this problem, I will give you very briefly some 
statistics for my own railroad and other eastern roads showing what 
has happened in the first quarter of the present year. 

The trend of revenues, expenses and earnings of the Pennsylvania 
Railroad in the first 8 months of this year has worsened at an alarming 
rate. Asa result of certain rate increases, our 1957 revenues on a de- 
creased volume of business were only slightly below the total revenues 
of the previous year. However, substantial increases in wage rates 
and payroll taxes, prices of materials and supplies, and local taxes, 
combined to raise our 1957 expenses more than $20 million over the 
previous year despite our best efforts to economize through force re- 
ductions and reductions in maintenance programs. Bad as this situa- 
tion was last year it has deteriorated very substantially during the first 

uarter of 1958. Our total revenues in the first quarter were off nearly 
$50 million as compared with the corresponding period of 1957. 
Truly drastic economies were enough to effect a reduction of only about 
$27 million in operating expenses. As a result, the Pennsylvania 
Railroad experienced an aggregate deficit of $15 million in the first 
quarter of this year, 1958. Just a short time back, and I will say that 
was at the first of the year, we estimated that our company would oper- 
ate at a deficit of about $5 million for the year 1958 even with the most 
drastic economies and with the addition of about $55 million of addi- 
tional deferred maintenance in the property. That is additional de- 
ferred maintenance. 

Today, with further increase in wages of 4 cents an hour on May 1 
arising out of the cost of living index and business continuing at a 
lower volume than anticipated, I estimate that, with further economies 
and by increasing the deferred maintenance figure by about $65 mil- 
lion, we will have a deficit for the present year in excess of $5 million. 

The Pennsylvania is not alone in facing this discouraging picture. 
Of 33 railroads in the eastern territory who have filed reports to date, 
18 experienced deficits in the first quarter, aggregating $53,500,000. 

These conditions have had, as might be expected, a further adverse 
effect on our working capital. The Pennsylvania’s working capital, 
eliminating materials and supplies and allowing for debt due within 1 
year, showed a deficiency of nearly $15 million as of September 30, 
1957. By the end of 1957, we had through severe measures improved 
this situation to the point where the S Aalinian was cut to about 
$8,500,000. However, on a comparable basis, the first 3 months 
of 1958, increased by more than $24 million the working capital deficit 
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to an aggregate of nearly $33 million. This serious worsening in our 
situation was caused by the operating deficits already mentioned, to- 
gether with additional maturing equipment debt. 

These conditions have produced a situation in which the railroads 
involved have met with a severe shortage of cash and capital for normal 
business purposes. As the chairman has pointed out, these shortages 
have had far-reaching effects on railroad employment and on the 
volume of railroad purchases. 

Incidentally, our employment is 21,000 less than it was a year ago 
from 101 to just a little over 80. 

I might add going away back that it is 200,000 less than we had right 
after World War I. 

In order that you can understand the various phases of this problem 
I would like to explain briefly the different ways in which railroads 
are now in need of financial assistance. 

First, there are certain railroads that have practically exhausted 
their cash resources to the extent that they will have difficulty in meet- 
ing payrolls, making necessary pure hases of materials and supplies, 
paying taxes due on their properties and otherwise covering the 
drastically reduced operating expenses which they are now incurring. 
Obviously this is an immediate and critical need for the railroads 
concerned. 

Second, the depleted condition of working capital in the case of 
many railroads is bound to threaten their ability to meet immediate 
debt maturity payments and even to meet current interest charges 
on outstanding obligations. These lines must have some form of 
temporary assistance designed to improve their working capital 
position for these essential purposes. 

Third, a fairly widespread condition in the railroad industry, par- 
ticularly in the East, is the matter of the accumulated deferment of 
necessary and desirable maintenance of railroad property. For ex- 
ample, on my railroad I testified earlier this year that we had approx- 
imately $190 million of deferred maintenance which we have no im- 
mediate prospect of making up. As this year has advanced this 
condition is getting more serious simply because we must defer large 
additional amounts of maintenance work merely to keep our oper rating 
deficits from growing larger than they already are. This is a very 
undesirable condition from the standpoint of the public interest, 
and the railroads having this problem could use some assistance in 
preventing the deferred maintenance backlog from increasing to un- 
manageable proportions—and ultimately costing more as a result of 
continuing inflation. 

Fourth and finally, there are numerous possible improvements which 

can be made to railroad properties which have been postponed simply 
because of the shortage, not only of internal capital resources in the 
industry, but also of private credit sources available for these pur- 
poses. ‘These desirable projects include improvements to fixed prop- 
erties which would increase the efficiency and economy of railroad 
operations, such as mechanized yards, improved signaling and other 
types of automation and mechanization. In addition, our industry 
should be preparing for a possible upturn in business by having a 
rogram of equipment purchases for replacement and modernization. 


fere again, the shortage of capital sources is (loing a great disservice 
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to the public interest, because the day will not be too far distant when 
recurring freight car shortages will again be facing shippers in this 
country. é 

Now that, as I see it, is a broad analysis of the serious financial 
problems faced today by many railroads. I do not believe that your 
committee wishes to deal only with a part of this problem, because you 
should realize that this temporary condition can become much more 
serious within the near future unless some steps are taken on a broad 
front to deal with all phases of the problem. This leads me to a dis- 
cussion of the bill now before you today. The objectives are com- 
mendable—that is to provide funds for capital improvements with the 
idea of putting more people to work and, at the same time, increasin 
the efficiency of railroad operation. However, it is my persona 
opinion that the bill could be improved upon to better accomplish its 
purpose insofar as railroads are concerned. 

(1) I have no objection to loans being made to all common carriers 
under the jurisdiction of the Interstate Commerce Commission, pro- 
viding the need therefor is demonstrated. 

(2) It relates only to loans for the purpose of making capital im- 
provements and acquiring new equipment. It does not meet imme- 
diate cash problems, such as deficiencies in working capital, and seri- 
ous accumulations of deferred maintenance. 

(3) It provides for Government guaranties of loans negotiated with 
non-Government sources, thus making it inapplicable as a practical 
matter to some of the immediate financial needs which I have outlined 
above. Private lenders, even with a Government guaranty of 90 per- 
cent, would be unwilling in many circumstances to make loans for 
many of the needs which I have outlined. 

(4) As stated, the guaranty would extend to only 90 percent of 
the unpaid principal of any loan, thus making the lender subject to 
the risk of loss on 10 percent of any loan which is not fully secured. 

I believe from this summary of the main features of the bill, you 
can see that it would be helpful only under very limited cireum- 
stances. It certainly would not make available to railroads in imme- 
diate need of cash any prospect of financial assistance. The same 
would be true where the need relates to working capital deficiencies 
and accumulations of deferred maintenance in the property. As a 
matter of fact, as we visualize it, the system of guaranteed loans pro- 
vided in H. R. 11527 might operate were a railroad with reasonably 
good credit standing desires to raise some money over and above their 
normal borrowing capacity for improvement projects or new equip- 
ment. In fact, however, many of these companies can raise funds in 
reasonable amounts under present circumstances without a Govern- 
ment guaranty. Unfortunately, to the extent that the bill would 
make capital funds available to railroads which cannot obtain it now 
from private sources, it would have the further effect of requiring 
many reasonably sound railroads to obtain guaranties on new loans. 
This results from the fact that the capital sources involved would be 
the same sources which can now make loans to companies with good 
credit. Thus, where a railroad would go into the private market with 
a loan guaranteed by the Government it would be competing with 
other companies not desiring a guarantee arrangement. The result 
might well be that more railroads would have to use loans under this 
bill than would otherwise want to do so. 
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Many of the practical difficulties which I have mentioned are pres- 
ent in the case of other proposals which have been made for financial 
assistance to railroads. The chairman referred on the opening day 
of these hearings to the program submitted to the Surface Trans- 
portation Subcommittee of the Senate Committee on Interstate and 
Foreign Commerce by the Secretary of Commerce. The proposal by 
Secretary Weeks was on a different basis than the program contem- 
plated by H. R. 11527. It would provide a 100 percent Federal 
guaranty of loans for capital additions and improvements other than 
equipment. However, it would require that these loans be liquidated 
over a period of 5 years. This was a very unrealistic approach to 
the particular problem of improvement projects because the savings 
which would result from otkh betterment projects would not all be 
returned within such period to the companies in the form of cash 
which could be used for repayment of the loans. Neither does it take 
into account inflation which eats into savings over a 5-year period. 

The other ope of the program offered by the Secretary of Com- 
merce related to equipment loans. There, he proposed that the Gov- 
ernment guarantee should extend to not more than 10 percent of the 
purchase price of equipment. I think it should be obvious that such 
a guaranty would not make available to railroads in financial need 
any significant amount of additional money for the purchase of 
equipment. 

The subcommittee of the Senate committee has now filed its report 
which includes the outline of a program for guaranteed loans for 
railroads. This program would not be made available, as is H. R. 
11527, to other types of common carriers. In addition, the Senate 
subcommittee report suggests that guaranteed loans should be used 
to finance or refinance the acquisition of equipment and the construc- 
tion of other capital improvement projects, as well as to provide 
funds for operating expenses, working capital, and interest on exist- 
ing obligations. From our standpoint it is essential that any loan 
program should reach all of those broad purposes. 

Furthermore, the Senate subcommittee program contemplates that 
the guarantee can apply to 100 percent of the principal amounts of 
the loan, as well as to all unpaid interest. It would also operate for 
the future up to and including December 31, 1960, which is a more 
realistic period than the termination date proposed in the bill now 
before your subcommittee, namely March 31, 1959. 

However, there is one important limiting condition in Senate sub- 
committee’s program and that is that no dividends could be paid by 
any carrier who has outstanding a guaranteed loan in any amount. 
While such a condition might be appropriate where the loan is made 
for the purpose of replacing depleted cash and working capital re- 
sources or for operating expenses, it would mean that many railroads 
would not wish to take advantage of the program for performing 
necessary maintenance work and undertaking desirable improve- 
ment projects or equipment purchases. I should think that the “no 
dividend” restriction should aa made flexible and ruled upon by the 
administrative agency at the time the loan was made. Maybe a com- 
bination of certain features in H. R. 11527 with other parts of the 
program proposed by the Senate subcommittee might make the over- 
all plan workable in a wider area and for a larger number of purposes. 
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In my judgment, however, there is a basic difficulty with all of the 
approaches which we have been reviewing, and that is the unfortunate 
result of any system of Government guaranties in connection with 
private loans. We believe that the use of guaranties as against the 
actual lending of money by the Government is undesirable. Com- 
panies obtaining such guaranties must go into the private market and 
compete directly against other railroads and also companies in other 
industries. This in turn makes it more difficult for companies not 
having such guaranties to continue to finance conventionally —_- 
private channels unless they have a very high credit standing. The 
net result will be to force railroads who, under ordinary cireum- 
stances might be able to finance privately, also to apply for such guar- 
anties, thus forcing more companies than necessary to seek Govern- 
ment aid. 

The use of guaranties therefore, in our Judgment, constitutes a less 
desirable approach to the overall problem. 

Finally, in the case of the companies with the weakest credit who, 
at the present time may be on the verge of bankruptcy, it is unlikely 
that they can find any lender to finance them without 100 percent 
guarantee by the Government. Most institutions would probably be 
reluctant to become involved with any company where bankruptcy 
may be imminent. 

What is actually needed for these immediate problems in the rail- 
road industry is a program of temporary direct Government loans to 
railroads in need of cash, working capital and other capital funds. 
We believe that there are practical objections to a system of guaran- 
teed loans. In addition, we do not like the guarantee approach for the 
reason that the Federal Government has used this device heretofore 
only in the case of industries which are regarded as being permanently 
in need of Government financial assistance. Thus, the existing pat- 
tern of Federal loan guaranties applies in the areas of low-cost hous- 
ing, merchant marine operations and feeder airline programs. All of 
these industries have been classified as ones which will probably never 
be able to function without some regular Government assistance. We 
do not think that any segment of the railroad industry is in that condi- 
tion. We are now faced with what is fundamentally only a temporary 
situation. If an adequate program of relief for the railroads in the 
area of regulation and taxation is adopted the roads which today ap- 
pear to be very weak will be able to stand on their own feet. 

For all of these reasons I would like to urge that the appropriate 
action to take in this whole area is to establish a temporary government 
agency empowered to make direct loans to railroads which can demon- 
strate a need for funds. In fact, this is somewhat along the lines as to 
what the Government did in the twenties and thirties when the rail- 
roads were in a somewhat comparable situation as a result of the finan- 
cial and physical deterioration resulting from World War I and the 
depression. With that precedent in mind, I trust that you will under- 
stand my reasons for suggesting a fundamental change in the approach 
taken in H. R. 11527 and in the Senate subcommittee report. I am 
not talking about any give-away program. The railroad industry 
has been laboring for many years under artificial handicaps for which 
the regulatory and tax laws are largely responsible. It is certainly 
appropriate that now, when we are looking forward to effective relief 





108 GUARANTEED LOANS FOR COMMON CARRIERS 


from these handicaps, the Federal Government should arrange directly 
to provide funds needed to tide us over the present temporary 
emergency. 

It should further be noted that later when business starts to turn 
upward, because of the further deterioration in railroad credit which 
has occurred, and because of the almost nonexistent working capital 
of the railroad industry, the railroads themselves are going to find it 
difficult even to put their present high percentage of bad order cars 
into shape, and they are going to find they have practically no funds 
available with few exceptions for the purchase of cars. As a result, 
unless the so-called Symes plan, which has been endorsed by all east- 
ern railroads, with possible exception of one, for the leasing of equip- 
ment to the railroads by the Government is approved, or similar plan 
(we know of no other workable proposition), this countr y is going to 
face one of the most serious car shortages it has ever faced in peace- 
time. This in itself could constitute a very serious deterrent to an 
improvement in business conditions. 

In summation : 

(1) The plan advanced by the administration, through the Sec- 
retary of Commerce, is completely unworkable from a practical 
standpoint. 

(2) H. R. 11527 is much better, but in my opinion could be improved 
upon as indicated in my testimony. 

(3) The Smathers committee report is better than the other two— 
and it, too, can be improved upon along the lines suggested. 

(4) It is my personal opinion that a Government lending agency to 
meet present emergency reauirements of certain railroads in a limited 
manner, plus a Government leasing agency for railroad rolling stock, 
will offer the most effective relief in meeting the present and immediate 
future situations. 

Now get me straight—if what I advocate is impossible of attain- 
ment because of conditions I know nothing about, and which you gen- 
tlemen are more familiar with than I am, then I am in full accord 
that a 100-percent Government guaranty, such as proposed by Sena- 
tor Smathers and his subcommittee with some very slight modifica- 
tions, will be helpful to certain railroads, and as far as H. R. 11527 is 
concerned, it did go to the 100-percent guaranty and the time was 
extended to 1960 because I think we are going to need longer time 
and also it was open for other than capital expenditures, I think it 
would go a long way in meeting this immediate situation; that is, the 
bill as written with those 3 changes. 

That completes my statement. 

The Cuarrman. Thank you, Mr. Symes. 

Mr. Flynt? 

Mr. Friynt. Mr. Symes, in connection with the suggestion made by 
you that consideration be given to direct loans from either an existing 
Government agency or an agency created for that purpose which would 
be similar, of course, in my mind and perhaps in yours, to the RFC of 
the early 1930's, during the appearance of Secretary of Commerce, Mr. 
Weeks, before this committee last week, I asked him substantially that 
same question. 

ae you aware that he expressed his opposition to any such plan as 
that? 
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Mr. Symes. Well, I knew that he had been opposed to it but I did 
not know that he expressed that before this committee. 

Mr. Fiynr. Do you feel that on an emergency basis that it would 
be desirable to have a guaranteed loan in either a 90 percent or 100 
percent amount ‘ 

Mr. Symes. Well, an emergency loan, I think, ought to be 100 per- 
cent. 

Mr. Fuynt. Do you think that an authority-type loan or a Govern- 


ment agency type loan would be preferable to a guaranteed loan in any 
amount ? 


Mr. Symes. Yes; I do. 

Mr. Fiynr. Do you feel that a guaranteed loan plan such as this 
would in effect penalize railroad companies which are presently able 
to secure reasonably adequate financing at reasonable rates ¢ 

Mr. Symes. I believe it would for this reason 

Mr. Fiynv. If you will, I wish you would elaborate on that. 

Mr. Symes. For this reason: We are all going into the same money 
market. Here is a road that does not have good credit that might be 
on the verge of bankruptcy. With that Government guaranty he can 
get a fairly good interest rate. 

Here is another fellow with a pretty good credit standing. He goes 
to that market for the same purpose “and without the Government 
guaranty and it is naturally going to affect his credit. It is either 
going to go higher than that of the fellow with the Government guar- 
anty or the Government guaranty will not be effective. 

Mr. Fiyntr. Would you go so far as to say that this might make it 
easier for a railroad with a lower credit rating to obtain that loan 
than presently can be obtained by a substantially sound credit rating 
railroad ? 

Mr. Symes. I think so. If I were lending money and here was a 
person asking for $15 million with a Government guaranty as com- 
pared with a road asking that without it, I think that would bring 
that man up to as good or maybe better. 

Mr. Fiynr. Do you feel that the period contained in H. R. 11527 
is long enough ¢ 

How long do you think we should contemplate? 

Mr. Symes. The reason I say it should be longer than 1959 or the end 
of 1960 is simply that this thing would expire in 10 months. I ean- 
not foresee, at least this year, much of an upturn in business. This is 
going to get worse instead of better. When it does turn up these rail- 
roads are going to have to spend what cash they can get their hands 
on repairing their freight cars and locomotives so that there is going 
to be a period when all ‘the e: urnings you can get your hands on have to 
go to that repair job and I think, therefore, it should be extended 
longer than this period. 

Mr. Fiynv. That is all I have right now, Mr. Chairman. 

The Cuamrman. Mr. Hale. 

Mr. Hate. Yes, I have sever ‘al questions. 

Let me say at the outset, Mr. oe that if the Government is going 
to guarantee any part of a loan I do not see much practical value in 
stopping at 90 percent. You might just as well do a good job and 
guarantee the loan if that is the solution. 


27361—58——8 





110 GUARANTEED LOANS FOR COMMON CARRIERS 


Mr. Symes. If you were the financial vice president, I think, or the 
fellow responsible for the portfolio of some of these big companies, 
and they have a lot of pride in their investments, a 90-percent guaranty 
on a fellow that might be headed to bankruptcy would be sort of 
sheered away from. 

If it is a 100- -percent guaranty he is fully protected and does not 
have to stake his judgment on the thing. 

Mr. Hatz. W That you advocate is something more in the line of a 
reconstituted Reconstruction Finance Corporation applicable solely to 

railroads. 

Mr. Symes. That is what I would advocate, but I know there are 
certain practical objections to it. 

As the chairman indicated this morning about the past history of 
RFC, it would be pretty difficult to sell that kind of a bill. 

Mr. Hae. I was pleased when we were able to liquidate the Recon- 
struction Finance Corporation but I was also pleased when it was 
formed in the 1930's. 

Mr. Symes. It served a wonderful purpose. Take my own railroad. 
In the middle or early thirties with all these people laid off, we bor- 
rowed $30 million for this electrification between New York and Wash- 
ington. It was a good investment at a good interest rate to Govern- 
ment and it was a good deal all around. There was no dividend pen- 
alty attached to that loan. If there were I do not think we would 
have taken it. 

The Cuatrman. Did you pay a dividend ? 

Mr. Symes. Yes. 

m oo i ALE. The Pennsylvania Railroad never passed its dividend, 
id it? 

Mr. Symes. Not yet. We have 110 years for which we have not. 
We have passed our two last quarterly dividends for the first half of 
the year. 

In other words, the first and second quarters have already been 
passed and, of course, I cannot anticipate what our board of directors 
is going to do, but you hear some pretty poor figures there. 

Mr. Hare. At the top of page 13 of your statement, you say: 

“We are Now faced with what is fundamentally only a temporary 
situation.’ 

Mr. Symus. That is correct. 

Mr. Hatz. Is it corrrect ? 

Mr. Symes. I say it is correct in this respect. 

Mr. Harr. There may well be temporary aspects to the present sit- 
uation but there is nothing temporary about your passenger traffic 
situation. 

Mr. Symes. Well, that might be so. I still am hopeful that we 
might solve this passenger situation over a long term. It cannot be 
done overnight and if you would like, I would like to comment on the 
passenger situation because it is one of the biggest problems in the 
eastern territory. 

Mr. Hate. I would like to have you give a little talk about passen- 

ers. 
. Mr. Symes. All right. First, the Pennsylvania Railroad lost $57 
million last year under the [CC formula. 

Mr. Hatz. The loss was very close to that of the New York Central. 
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Mr. Symes. We beat them by about $4 million. 
Mr. Hate. I suppose you have a lot of rivalry. 
Mr. Symes. Unfortunately we do. I might say that the way it 
looks at the moment this year it will go to $61 million as near as we 
can estimate it. 

Now, as I say, it is under the ICC formula and I, for one, do not 
quarrel with that formula at least that it overstates the deficit. I am 
inclined to agree with the Harvard study that it probably understates 
it for the long pull, and I say that because I am convinced after thor- 
ough study that, if we did not have any passenger trains at all on our 
railroad where we could eliminate Pennsylvania Station in New York 
and Washington terminal] and all these big passenger terminals and 
go from a 4-track to a 2-track railroad between here and New York 
and 2- to 1-track railroad between Pittsburgh and Chicago and main- 
tain it at 50 miles an hour instead of 70 or 80 miles an hour without 
this very fancy signal system, we would more than recoup our losses 
after 2 or 3 years that we are out of it so that in that respect I did not 
find fault with the formula. 

Here is the practical thing you are up against in the passenger 
business. 

Last year we operated a little over 27 million passenger-train-miles. 
Our average revenue per passenger-train-mile was roughly $6.50. Our 
average full cost was $8.50. So for each passenger-train-mile we 
operated we lost about $2 on a full-cost basis. However, if you take 
the train off, you only actually save in out-of-pocket expense about 
$4.50. That is a problem. 

Mr. Hane. $4.50 out of the $8.50? 

Mr. Symes. Yes, because that is crew wages, fuel, and so on, that 
you absolutely put your finger on so that it is pretty difficult to take 
off a passenger train, for example, that is earning $6.50 the full cost 
of which is $8.50 and you only save $4.50. It is a problem. That is 
what we are up against. 

However, if you get them all off then you get that full cost back but 
it is the interim period to get there that is very difficult. That is 
absolutely a problem. 

Mr. Hater. It is like the famous case of the man who had the tiger 
by the tail. 

Mr. Symes. And cannot let go. You asked this morning, I believe, 
about getting out of the passenger business entirely as a realistic 
matter. It cannot be done, in my opinion, at least for a long time. If 
we discontinued passenger train mileage on the Pennsylvania at the 
same rate we have discontinued it since 1946, we would be completely 
out of the passenger business in 1965, but we know we cannot go that 
fast from here on. 

Mr. Haz. Do you mean that ever since 1946 you have been shrink- 
ing it year by year? : 

Mr. Symes. Yes, we have more than cut it in half since World War 
II. We were running about 56 million but are down to about 27 
million, but we know that there is commuter service in metropolitan 
areas which is in the public interest. 

There is no doubt about it when you handle, as Long Island Rail- 
road, 100,000 passengers a day and Philadelphia 50,000, that it is in 
the public interest. So that I think as far as the commuter service 
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is concerned upon which we are losing about $10 million a year in 
those several metropolitan areas 

Mr. Hare. You are losing about how much ? 

Mr. Symes. About $10 million. We are taking in $10 million, and 
it is costing about $20 million. 

Mr. Hate. You are talking about commuter service which is prac- 
tically all in the city of Philadelphia, is it ? 

Mr. Symes. Philadelphia, New York, and a little in Pittsburgh. 
It is those three areas. I say that in these communities, and there 
is a move for it, that we should undertake as agency for the State 
or the city to operate that service for them at such rates as they want 
to charge and such service as they want us to perform. If there are 
losses they should meet it. If there are profits they can have it. 

Now, I think that is a practical solution, that is a fair solution, 
and, as I say, we are talking about experimenting with it now on our 
Chestnut Hill branch out of Philadelphia with the city of 
Philadelphia. 

The Metropolitan Transit Authority in New York have that kind 
of recommendation in a different form, and there is a lot of thinking 
in that direction and I think it will come, so that I think that we 
might eventually be able to solve the commuter problem by the com- 
munities picking up the check for the deficit in order to avoid spending 
millions of dollars for highways instead of much less for mass 
transportation on railway, subw ay, bus, and so on. 

No. 2, I will take New York to Washington. The distance is only 
224 miles and the trains can do it in 314 to 4 hours. The density is 
terriffic even though we have highways. There is not too much air 
competition because the time saving is not too much and the cities 
-annot handle these automobiles. 

I am inclined to believe that for a long time to come with a fre- 
quency of service in this densely populated eastern seaboard area at 
low rates that we are going to operate at a profitable passenger service. 

Incidentally, it is about on break even now. It is earning its $8.50. 

As to the through service, like New York to St. Louis, Cleveland, 
Detroit, Chicago, ‘and so on, we are a long way from taking off all 
trains. I can visualize that we will probably have 3 good passenger 
trains a day between New York and Chicago instead of the 6 that 
are there now, only 1 of which is really good; 2 between New York 
and St. Louis instead of 4; and 1 good overnight train between New 
York, Philadelphia to Baltimore, New York to Cleveland, Detroit, 
Cincinnati, and Pittsburgh, the center of our railroad would get the 
advantage of that through service. That would mean that I can 
visualize we can get that 27 million train-miles I am talking about, 
upon which we are losing $57 million, down maybe by 1965, cut it in 
half and that losses will be not. near what we are running today. 

That is the way I visualize the future of the passenger service on 
our railroad. 

Mr. Hare. Ona Sota like that what service would you contemplate 
between here and New York? 

Mr. Symes. Well, I would not want this publicized too much, but 
I will tell you how I could visualize it. 

You would go out of W ashington every hour on the quarter to the 
hour starting at a quarter of 7 in the morning until midnight, maybe 
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11, That would pick you up at Baltimore every hour on the half 
hour. That ica: pick you up at Philadephia every hour on the hour 
and get you into New York in about 3 hours 45 minutes. 

The same in reverse. You would leave New York on the hour, 
Philadelphia on the quarter to the hour, Baltimore on quarter to the 
hour coming this way and after you g got the thing going with maybe 
10 sets of equipment it would be automatic, standard trains. 

Now, it would seem to me that that would meet the demands and 
you would have great capacity and with the potential there it looks to 
me as though there might be something in it and we are carefully 
studying it along those lines. 

Mr. Hare. I am not quite sure that I follow that. 

How many trains would that involve in a day? 

Mr. Symes. Well, from here to New York it would involve, in addi- 
tion to the few southern trains we operate, about 15 or 16 trains, plus 
4 or 5 with southern connections coming from the south; probably 20. 

Mr. Hate. Does the passenger service discontinuance by the Balti- 
more & Ohio affect you at all? 

Mr. Symes. I am hopeful that it is going to favorably affect us be- 
cause we will get the travel or at least part of the travel that they 
have. I do not know how much revenue it would be but it could 
amount to a couple of million dollars additional revenue. I know we 
won’t have to put on any trains to handle it but we might have to put 
on a car or two. But if our Washington terminal charges go up high 
as a result of less use by the B. & O., I do not know what the net is 
going to be. 

Mr. Hate. Going back to your statement that this is fundamentally 
only a temporary situation 

Mr. Symes. Could I amplify that? You said this morning, What is 
the matter with the railroads? There are three things, as I see it. 

No. lis regulation and we are overregulated. 

No. 2 is subsidy, that is compared with our competitor ; and 

No. 3 is the present recession. 

Our freight business right now is off 21 percent in volume as com- 
pared with a year ago and, incidentally, our passenger is not quite off 
that. It isoff about 14 percent. 

Mr. Hare. The passengers have recessed less than the freight? 

Mr. Symes. In that one year, but not over the period of time. The 
freight has held up much better than the passengers. 

Mr. Hate. Now, do you look forward to a future in which over the 
years carloadings are going to increase steadily, assuming that the 
country increases in population ? q 

Mr. Symes. Much depends on what is done legislativewise to give 
us the opportunity to compete on a fair basis. If we can get the 
right to compete and the right to make rates and get rid of some of 
these handic aps, such as we referred to this morning, like public 
. service commissions and agriculture exemptions and redefinition of 
private carriage and this excise tax, all of those things put together, 
it will really give us a long-range program where I think we will 
be able to participate and at least hala our percentage of the tonnage 
in this growth of our economy and maybe improve it. 

Mr. Hate. That is all, Mr. Chairman. 
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The Cuatrman. Mr. Symes, you speak of your working- capital 
deficits as compared with what you term as “normal.” Could you 
give us for the record the actual working capital of your own com- 
pany, one, as of December 31, 1956, and as of December 31, 1957, 
and then March 31, 1958 ¢ 

Mr. Symes. Well, I would say right now it is about $44 million. 
It was a little better than that on March 1, around $42 million. 

The Cuatrman. What would be normal ? 

Mr. Symes. We always figure that if we get under $100 million 
that we have to look around. We are getting very, very low. We 
used to figure $150 million but $100 million is the absolute minimum 
that we think is safe. 

You see, our payrolls run about $40 million a month. 

The Cuarrman. How does that compare with December 31, 1957, 
and December 31, 1956? 

Mr. Symes. I think I can give you some pretty good figures on 
that, Mr. Harris. Here is the way it has been running. I will take 
it by years, if you would like it, from 1945. 

The CHarrman. Very well. 

Mr. Symes. In 1945, 1t was $99 million. 

In 1946 it was $43 million; 1947, $17,800,000 minus; 1948, it was 
$78 million; $58 million; $65 million ; $34 million; $55 million; $43 
million; and $29 million, and now it is $53 million minus, so that if 
you go back to 1946 we are $58 million short as to what we had 
then and that is pretty much true right through. 

The CuarrMan. You say that now you are $15 million minus? 

Mr. Symes. In other words, the way we work our working capital 
is how much cash you have, which is $44 million as I say, less debt 
due within a year and less inventory, and when you take that we are 
$15 million minus but actually we have $44 million cash. 

The Cuarrman. That prompts another question. How much of 
the working-capital deficit is the result of your railroad operation 
and how much from anticipating maturities of fixed obligations? 
Can you give that breakdown ? 

Mr. Symes. Our maturities this year will be about $34 million in 
equipment. We do not have any bonded indebtedness coming due 
until 1960 except in some small companies, which does not amount 
to very much. 

The CHatrman. Then very little of the capital deficit could be 
attributed to your maturities this year? 

Mr. Symes. No. That is right. Our inventory is down to about 
as low a figure as we have been able to get to but as you know in 
working capital ICC include inventory. 

The Cuamrman. Do you feel that some financial assistance as we 
have been discussing here as far as your own road is concerned is 
necessary to enable you to meet your 1960 obligations on maturities? 

Mr. Symes. I doubt very much that we would need it. At least I - 
would hope we would not. We have maturity coming due in 1960 
that was floated in 1915, mortgage bonds, 414 percent, uncallable of 
$50 million, and we have bought in over the years and it is down 
to about $39 million now. We are hopeful that by 1960 that we 
might get it down to $35 million or $36 million. We have another 
one that was floated at the same time, which was before World 
War I, 1915, but we were getting ready for it at that time, of $125 
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million, 414 percent consolidated mortgage bond as I say due in 
1965. It was a 50-year issue. We have that down now to about $89 
million and we are hopeful that by 1965 when it matures that we 
will be able to further reduce it and we are also hopeful that as 
between the one coming due in 1960 and the one in 1965, providing 
we can manage it, probably we will refinance with maybe one issue, 
how much I do not know as yet, but I doubt very much whether we 
would call upon the Government for help in refinancing that security 
as things look now. 

Of course, if you are going to lose $15 million every quarter as 
we have in the first quarter of this year, that might change the pic- 
ture, but I do not visualize it. 

The Cuarrman. On page 5 of your statement you stated that cer- 
tain railroads are in a bad position. I think that is generally 
recognized. 

Mr. Symes. That is right. 

The CHarrman. Would you mind indicating of whom you were 
speaking? Was it your railroad or somebody else’s? 

Mr. Symes. Well, I will have to say that as of now and as I 
can see it this year that under the Government guaranty such as 
you proposed, such as the Smathers committee report and such as 
the administration suggested that, first, we would not be able to 
qualify to get a loan. As of now, I say I do not think we could 
because you have to show that you are just struck out before you can 
go in there and get the money and I cannot say that as of now 
because I have, as mentioned this morning, temporary bank loans. 
We do have a commitment from banks for a $50 million temporary 
bank loan, a pool of banks, that we negotiated 4 years ago as an 
emergency, figuring that this thing that we are talking about now 
was going to come up and it is here. We got them for 2 years on 
a renewable basis for 2 years and another renewable period for 2 
years just on March 1, so certainly when I have that standby credit 
I could not come to ICC and say, “Let me have $50 million.” They 
will say, “Go and get it. Your credit is good.” 

The Cratrman. Do you have that standby now? 

Mr. Symes. Yes, sir; for 2 more years. 

The Cuatrman. At what rate of interest ? 

Mr. Symes. It will be the prime rate plus a quarter of 1 percent. 

The Cuamman. What is the prime rate now ? 

Mr. Symes. I think it is 314. They dropped from 334. 

The Cuarrman. Then you are not speaking of your railroad; are 
you? 

Mr. Symes. No; but I am because I have some other security in 
other railroads. 

The Cuarrman. The Lehigh Valley, as an example? 

Mr. Symes. Yes. 

The CHarrmMan. Would it be one of those that you had in mind? 

Mr. Symes. It would be. Lehigh Valley is in very desperate shape. 

The Cuarrman. Do you have any reason to give as to why it is in 
a bad position ? 

Mr. Symes. Well, just the general recession along with the other 
railroads in that area and, of course, that is one of those hard-coal 
railroads, as you know, and there is no anthracite moving. They 
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have an unusually heavy passenger deficit on one little service they 
operate and they have the general decline in traffic. 

The Cuarrman. Has it paid dividends? 

Mr. Symes. It paid something last year. 

The Cuarrman. Last year? 

Mr. Symes. Yes. Lehigh last year paid 90 cents. 

The CuHarmman. Now, let us go back to this 100 percent. 

Mr. Symes. U Inderstand, we do not control Lehigh. We own 26 
percent; and the Wabash, of which we own all of the common stock, 
owns 17 percent, so that we do not have complete control. 

The Cuarrman. You have argued for the 100 percent guaranty 
and, as I understand, it appears ‘to be based on the fact that lending 
groups are not willing to lend on 90 percent on the basis of a railroad 
actually going into bankruptcy, would that be correct ? 

Mr. Symes. I think some railroads certainly could get it with a 
90 percent guaranty but the ones that would get it generally, in my 
opinion, would be the ones that do not need it too bad. 

As for the fellow that really needs it to avoid bankruptcy, I do 
not believe 90 percent would pull them in. 

The Cuairman, Is it presumed that all railroads should be kept 
from going into bankruptcy ? 

Mr. Symes. If some of them go in, the effect will be that some of 
these securities that I think I have are going to be put in pretty 
low and I won’t have the security I think I have. 

The Cuarrman. When I introduced the bill I stated at that time 
that the bankruptcy of any major railroad, if you will recall, would 
be undoubtedly a tragedy and have a terrific impact on the economy 
of the country. I felt that way about it then and I feel that way 
about it now. 

Mr. Symes. I think you are absolutely right. 

The CHarrman. In your comments here on certain of these rail- 
roads being in dire straits, do you have in mind to come back to it 
again, major railroads ? 

“Mr. Syes. Yes, indeed. You have heard some statements on the 
New Haven and you have heard Mr. Moore say that he does not see 
how he is going to live until Labor Day and the Central Railroad 
of New Jersey is a big railroad. Of course, I would not want to 
talk for Mr. McGinnis. 

The Cuamman. Do you think that if the bankruptcy of any such 

‘ailroad facing bankruptcy actually should happen that it would 
touch off this spiral thing? 

Mr. Symes. I think it would really. You must also remember 
that some railroads that are facing bankruptcy have already been 
there and washed out. The New Haven is a good example. What 
have they left ? 

The Cuarrman. Do you think if there were some program such as 
we have been discussing here, if this financial aid to common car- 
riers and the other programs that are considered to be a part of it 
as a package, were to be adopted by the Congress that that would in 
itself give “stability to the railroad industry to where it is possible 
that very little of this Government financing would be necessary ? 

Mr. Symes. That is absolutely correct. If you can set up an emer- 
gency fund whereby these railroads are headed for this thing and avoid 
it, plus the longer range relief such as has been suggested in a num- 
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ber of bills, the long range is going to be the payoff for this emergency 
job to get us back on our feet and keep us out of this predicament we 
are in. It has to be double: First, the emergency to avoid some of 
them going and upsetting the whole applecart; and secondly, a long- 
range program that is going to bail us all out. 

I say how long can I live? I cannot live too long if I am going to 
lose $15 million in every quarter as I did this year. I am going to lose 
$5 million or just short of it in April and $8 million in May and in 
June I do not know how I am going to bail myself out. That is 
after laying off 21 thousand people and not doing a bit of maintenance 
and only putting in 6,100 tons of new rail when it ought to be 50,000 
tons and so the situation is bad and all of us, the way things are going, 
could get in the same position of some of these fellows we are trying 
to save very quickly. 

The Cuarrman. Mr. Flynt, do you have any questions? 

Mr. Fiynt. I have just one more question, Mr. Chairman. 

Mr. Symes, I gather from your statement and your answers to the 
questions asked by members of the subcommittee that you, speaking 
not only for the Pennsylvania Railroad of which you are president 
but also of the railroad industry of which you are a part, are much 
more concerned about the long-range picture which will make it pos- 
sible for railroads to once again compete for what you consider their 
fair share of the traflic of this Nation’s transportation ¢ 

Mr. Symes. That is correct. 

The CuHarrmMan. What would you say is most important to achieve 
that objective ? 

Mr. Symes. I would say, first, it is to save them as I touched on 
through some emergency loan program; secondly, a lot of the things 
that have been discussed and some of which are in bills. 

Now, I think that this ICC jurisdiction over train withdrawals and 
intrastate rates would be a tremendous help to many railroads, particu- 
larly in eastern territory. It is also true on intrastate rates where the 
ICC will authorize an increase in interstate rates. Then you get to 
the State commissions and they say, “No, you can’t do that.” We 
have to have long drawn out hearings, some of the time 6 months 
before you can get them in, and in some cases you do not get the 
interstate rate in at all because of discrimination. For example, take 
the State of Pennsylvania where coal is increased interstate, the Balti- 
more & Ohio coal going to the eastern territory, Philadelphia Electric, 
Consolidated Edison, comes out of West Virginia and is interstate. 
The Pennsylvania moves a lot of coal from western Pennsylvania into 
Philadelphia Electric and it is intrastate. We cannot raise it by 
State authority. The Baltimore & Ohio can under ICC but if they 
do the Pennsylvania scoops the coal market. 

That is what you are up against. 

Mr. Fiynv. As part of a long-range program, what would be the 
position of the railroads if you could compete ratewise with other 
modes of transportation ? 

Mr. Symes. If we had the equality of treatment as to ratemaking, I 
think we could get considerable traffic back to the rails under rates 
that would be fully compensatory to the railroads and which we should 
be able to compete with as long as it is a compensatory rate. For 
example, let us take steel going out of Pittsburgh down to New Orleans 





118 GUARANTEED LOANS FOR COMMON CARRIERS 


on the Ohio and Mississippi Rivers on a barge rate, whatever it is. 
We could put in a rail rate a little lower than that barge rate or the 
same as the barge rate but if we did we might put that fellow out of 
business. 

As long as we are getting full cost plus a profit, a fully compensatory 
rate, why should we not be allowed to doit? That is what they did to 
us. 

Mr. Fiynt. Thank you, Mr. Chairman. 

Thank you, Mr. Symes. 

The Cuamman. Mr. Symes, I appreciate your testimony here today. 

Certainly we have asked you some rather pertinent and pointed ques- 
tions about your own oper ations and your own company, but it is in an 
effort to point up the fact that, the way I see it, there are so many 
major adjustments that are absolutely needed in the railroad industry 
and, as you have heard me say before, I would like to make any con- 
tribution I could to it. 

Mr. Symes. Thank you very much. I will say in addition to the 
things we have discussed, and I thought it was a very good suggestion, 
two of the biggest things and the most controversial and things that 
are going to require study were recommended by the Senate subcom- 
mittee when they said, “Let’s have a continued study of two major 
problems,” one of which is regulation and the other was user charges. 
They are the two big things in the whole picture for a transportation 
policy which should be studied and not let drop. 

The Cuarrman. Thank you very much. 

Mr. Symes. Thank you again for the opportunity of appearing here, 
gentlemen. 


The Cuatrman. Daniel P. Loomis, president of the Association of 
American Railroads. 


STATEMENT OF DANIEL P. LOOMIS, PRESIDENT, ASSOCIATION OF 
AMERICAN RAILROADS, WASHINGTON, D. C. 


Mr. Loomis. Mr. Chairman and gentlemen, my name is Daniel P. 
Loomis. I am president of the Association of American Railroads 
with headquarters at Washington, D 

I say at the outset that we appreciate very greatly the earnest con- 
sideration which has been given and is being given by this committee 
to the railroad situation and the entire matter of national transporta- 
tion policy. 

At the start of my testimony, I would like to give the committee some 
information with respect to recent statistics and performance in the 
railroad industry. This isa one-page statement headed “The Railroad 
Situation. Class I Railroads in the United States.” 

At the top of the page is the absolute figure of average weekly car- 
loadings for January, February, March, and April of 1958 and in the 
last column is the percent decrease as compared with the same months 
in 1957. 

January of 1958, for example, showed a decrease of 15.6 percent 
under January of 1957; February of 19.4 percent; March of 21.6. 

Mr. Hare. Are you comparing April with April 1957, or comparing 
it with January ? 
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Mr. Loomis. Comparing April 1958, with April of 1957; March of 
1958 with March of 1957; February of 1958 with February of 1957; 
and January of 1958 with January of 1957, so that looking at the last 
figure, April of 1958 shows a decrease in carloadings of 21.9 percent 
under April of 1957. 

The second block shows the rate of return on net investment and the 
net income figures for 1955, 1956, 1957, and for the 12 months ended 
with March of 1958. 

You will note that in 1955 the net income in round figures was $927 
million. In 1957 it had dropped to, in round figures, $734 million, but 
in the 12 months ended March of 1958, that is, the last 9 months of 
1957 and the first 3 months of 1958, it stood at $603 million. 

The third block of figures shows current income trends, net income 
in 1958 compared with 1957, and the percent of decrease. 

In January, for example, the net income in 1957 was almost $44 
million. In January 1958, it dropped to $16,700,000. In February, 
the 1957 income was $47,500,000. In February of 1958 there was a 
deficit of $10,700,000. In March—and this is partially estimated— 
1957, income stood at $71 million and in March of 1958 at $24 million or 
a decline of 66.1 percent. 

Below that is given the total for the first 3 months showing 1958 
income of $30 million as compared with 1957 income for the same 3 
months of $162 million. 

Below that the 3 months’ figures are separated by the 3 major dis- 
tricts in the United States. The eastern region, for example, declined 
from a net income in 1957 of $63 million to a deficit in 1958 of $30 
million. 

The same comparison is shown for the southern region and for the 
western district and the percentage of decline in the last column. 

In the fourth block is shown the situation with respect to working 
capital as of December 31, for the years 1955, 1956, 1957, and as of 
February 28, 1958. You will note that on December 31, 1955, net work- 
ing capital stood at $933,751,000. 

In the last column is shown the funded debt maturing within 1 year 
and at the end of 1955 that figure stood at $415 million, so that the net 
working capital substantially exceeded the funded debt that would 
mature within 1 year. The last figure on the table for February 28, 
1958, shows that net working capital has dropped to $336,766,000. 

You will note in the last column that funded debt maturing within 
1 year amounts to $361,675,000. 

You will also see from the note at the bottom of that table that cash 
operating expenses (which are made up of largely wages, fuel, and 
material costs) rents and taxes approximated $750 million per month 
in 1957 so that the net working capital is equivalent to less than half 
a month of operating expenses. 

There is also shown the figure that in 1957 the monthly payroll 
averaged $446,500,000 so that the present net working capital as of 
February 28, 1958, is not sufficient to meet a full month’s payroll. 

In the fifth block are shown the increases in wage costs based on the 
1958 level of operation. Since November 1, 1957, that takes into ac- 
count the 7-cent increase of November 1, 1957, the 5-cent cost of 
living increase which also became effective November 1, 1957, the 4-cent 
cost-of-living increase which just became effective on May 1, 1958, and 




















figure of $493,400,000. 








Mr. Loomis. Yes; please, Mr. Chairman. 
(The table referred to follows :) 
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2. Earnings 
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the contract increase that is in the current contract and price for a 
further increase of 7 cents on November 1, 1958. 

The last item is the increase in the payroll tax rate of 1 percent which 
became effective January 1, 1958, and at the bottom is shown the total 








526, 365 


The CuarrmMan. Would you like to have this go into the record ? 
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4. Working capital 
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$750,000,000 per month in 1957; monthly payroll averaged $446,500,000. 
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5. Recent and prospective increased costs (based on 1958 level of operations) 


Increase in wage rates: Annual cost 
7 cents contract increase Nov. 1, 1957 $145, 200, 000 
5 cents escalation increase Nov. 1, 1957 101, 900, 000 
4 cents escalation increase May 1, 1958 81, 500, 000 
7 cents contract increase Nov. 1, 1958 145, 200, 000 
Increase in payroll tax rate (0.5 percent) Jan. 1, 1958 


Mr. Loomis. Turning now to the bill that is under consideration 
before the committee, we have had, I think, four different proposals 
with respect to temporary financial assistance to the railroad industry. 

The first, as I recall it, was the so-called committee print of Senator 
Magnuson’s bill which has never been introduced as a bill. 

Then there is the bill introduced by the chairman of this committee, 
and an identical bill introduced on the Senate side by Senator 
Smathers. 

There is also the proposal presented to the Senate Surface Trans- 
portation Subcommittee and to this committee by Secretary of Com- 
merce Weeks and there is also the proposal which is included in the 
recent report of the Senate Surface Transportation Subcommittee 
that came out last week. 

In that connection, the railroads undertook to prepare a draft bill 
embodying their ideas, which was submitted to the staff of the Senate 
Surface Transportation Subcommittee and which I think we should 
also submit to this committee. 

This draft contemplated a direct loan arrangement through the 
Interstate Commerce Commission and the Secretary of the Treasury. 
It did not contemplate the setting up of any separate loaning agency 
but direct action by the Interstate Commerce Commission and the 
Treasury. 

I will not take the time to read it but I would like to refer to the 
purposes set out in the first full paragraph labeled section 201 (1): 

It is the purpose of this section to aid common carriers by railroad subject 
to this part in rendering proper transportation service to the public by providing 
temporary financial assistance to them in acquiring or constructing equipment 
and other additions or betterments for use in transportation service and in 
obtaining funds needed for other railroad purposes including, but not limited 
to, operating expenses, working capital, debt service and maturing indebtedness, 
all to the end of fostering the preservation and development of a national 
transportation system adequate to meet the needs of the commerce of the 
United States, of the postal service, and national defense. 


Turning to H. R. 11527, I would like to make this comment that 
certainly H. R. 11527 is a long step in the way of assistance to the 
transportation industry. 

H. R. 11527 is, however, limited to additions and betterments or 
other capital expenditures which I think is properly defined in section 
502 (ce). * 

However, in the case of the roads which Mr. Symes and Mr. Perlman 
have described that are in more desperate straits, loans for capital 
expenditures will not serve the purpose of getting them through this 
emergency period because in the condition they are in, they need money 
for operating expenses or for working capital more than they need 
additions and betterments, and I would like to make the suggestion 
that the committee consider broadening the coverage for which loans 
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could be obtained to something approximating what I read from the 
draft bill that the railroads prepared which I have just submitted. 
(The document referred to follows :) 


SEc. . The Interstate Commerce Act, as amended, is hereby amended by 
inserting immediately after section 20c thereof the following new section: 

“Sec. 20 (1). It is the purpose of this section to aid common carriers by 
railroad subject to this Part in rendering proper transportation service to the 
public by providing temporary financial assistance to them in acquiring or con- 
structing equipment and other additions or betterments for use in transportation 
service and in obtaining funds needed for other railroad purposes including, 
but not limited to, operating expenses, working capital, debt service and maturing 
indebtedness, all to the end of fostering the preservation and development of a 
national transportation system adequate to meet the needs of the commerce 
of the United States, of the Postal service, and national defense. 

(2). Any such carrier may, prior to December 31, 1960, make application to 
the Commission for a loan from the United States, setting forth the amount of 
the loan; the term for which it is desired; the purpose of the loan and the use 
to which it will be applied; the inability of the applicant to obtain such loan 
from other sources on reasonable terms; the character and value of the security, 
if any, that the applicant may be able to offer; and the manner in which the 
purpose of this section will be served by the loan. The application shall be 
accompanied by statements showing such facts in detail as the Commission 
may require with regard to the situation of the applicant. The Commission 
shall give preference to and expedite the consideration of such application. 

“(3). If the Commission, after such investigation, with or without hearing, 
as it may direct, finds that the making, in whole or in part, of the proposed 
loan by the United States is necessary or appropriate to effectuate the purpose 
of this section, and that the applicant is unable to provide itself with the funds 
necessary for the aforesaid purpose from other sources on reasonable terms, the 
Commission shall certify to the Secretary of the Treasury its recommendations 
as to the amount of the loan which is to be made; the manner in which it shall 
be evidenced ; the time, not exceeding twenty-five (25) years from the making 
thereof, within which it is to be repaid; the security, if any is available, that 
it may see fit to require; and any other terms and conditions of the loan, except 
the rate of interest. 

“(4). Upon receipt of such certificate from the Commission, the Secretary of 
the Treasury, at any time prior to December 31, 1960, shall immediately, or as 
soon as practicable, make the loan recommended in such certificate out of any 
moneys in the revolving fund provided for in this section. Every such loan shall 
bear interest at such rate or rates as the Secretary of the Treasury shall deter- 
mine, but such rate shall not be greater than 14 of one percent in excess of the 
rate applicable to the most recently issued marketable obligations of the United 
States adjusted for comparable maturity dates. 

“(5). There is hereby established a Railroad Emergency Loan Fund which 
shall be administered by the Secretary of the Treasury and used as a revolving 
fund for the purpose of making the loans provided for in this section; provided, 
that the total amount borrowed under the provisions of this section shall not 
exceed an aggregate of $ outstanding at any one time. There is 
hereby authorized to be appropriated, out of any money in the Treasury not 
otherwise appropriated, the sum of $____--_-_ _..... to be paid into said Fund. 

“(6) Such carrier may issue any securities or other obligations in connection 
with a loan made pursuant to this section without the authorization or approval 
of any authority, State or Federal, and without compliance with any requirement, 
State or Federal, as to notification.” 


Mr. Loomts. In this connection I would like to refer to a statement 
before the Senate Surface Transportation Subcommittee by John J. 
McCloy, chairman of the board of the Chase Manhattan Bank. Mr. 
McCloy had this to say at page 1771 of the record before the Senate 
subcommittee : 


As a practical matter, the specific purpose for which loans are to be made is 
not a matter of major importance so long as the amount of money loaned is 
adequate with the carrier’s other resources to enable it to operate its railroad, 
keep up its maintenance, and pay its fixed charges, taxes, and principal matur- 
ities. 
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The second point that I wish to urge for the committee’s consid- 
eration which oo already been discussed is that the loaning agency, 
whatever it may be, the Interstate Commerce Commission in this case, 
be authorized to make the guarantee up to 100 percent and not have a 
fixed cutoff at 90 percent. 

There certainly is a grave doubt whether a 90 percent guaranty 
would benefit some of the railroads that will actually stand in the 
direst need of temporary financial assistance. 

I thing that I understand it is true, although I am not an authority 
on it, that the 90-percent provision with the feeder airlines has not 
come into play because they cannot get money on a 90-percent guar- 
anty. Atleast, that is my information on the subject. 

I have also been informed, and not being an authority on that either, 
that the provisions in the Maritime Act had to be changed to some 
extent with respect to guaranties in order to enable the maritime in- 
dustry to secure loans with the guaranty. 

But I would urge that the authority be given to make the guaranty 
up to 100 percent, and let the facts and circumstances of a particular 
case govern what amount. Make it a discretionary matter with the 
authority as to how much the guaranty should be in a particular case 
based on the circumstances of that case. 

I thing, Mr. Chairman, that with the presentation already made, 
that would complete my statement. 

The CHarrman. Well, is it fair to say then from your statement, 
Mr. Loomis, that with the suggested changes that you have made 
here, the principle of the guaranteed loan would, as a practical matter, 
be a more realistic approach and would give a great deal of relief to 
the industry ? 

Mr. Loomis. Yes, unquestionably. As I said, we had thought that 
a direct loan setup would be better, it might be confined to a smaller 
area, but I realize there are practical difficulties in that connection, 
as you have described. Unquestionably, H. R. 11527 with some broad- 
ening would be of very substantial assistance to the industry. 

The Cuatrman. Mr. Flynt, any questions? 

Mr. Fiynt. No. 

The CHatrman. Mr. Hale? 

Mr. Hate. No: I do not think so. 

The CHarrman. Mr. Macdonald ¢ 

Mr. Macponap. No questions, Mr. Chairman. 

The Cuarrman. Thank you very much. You made a very good 
statement, and obviously an important one. 

Mr. Loomis. Thank you, Mr. Chairman. May I again thank the 
committee for its attention and consideration. 

The Cuarrman. Thank you very much. 

The CuHarrman. Mr. Patrick B. McGinnis, president, Boston & 
Maine Railroad. 


STATEMENT OF PATRICK B. McGINNIS, PRESIDENT, BOSTON & 
MAINE RAILROAD 


Mr. McGinnis. Mr. Chairman, my name is Patrick B. McGinnis. 
I am president of the Boston & Maine Railroad, and may I say, after 
waiting patiently all day, you have finally arrived at the shaky rail- 
roads. 
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My experience in railroad management has been limited to the last 
11 years. However, prior to that time, from 1926 to 1946 I spent 20 
years in railroad finance on Wall Street, and have studied railroad 
finance all my life. 

I was intimately mixed up with the bankruptcies of the 1930's, 
and with the RFC loans of the 1930’s, and also with the termination 
loans of the Transportation Act of 1920. During that period I think 
I covered the United States on the fiduciary side selling railroad 
securities, and I know somewhat about the buying habits ‘of the in- 
surance companies and savings banks and fiduciaries, and their re- 
action to railroad securities. 

Since 1947 I have been in railroad management, and I am now 
president of the Boston & Maine, and I was formerly president of the 
New Haven. I am a director of the AAR, representing the five New 
England railroads, the New England region. 

Specifically, however, I am appearing here today representing 
myself as president of the Boston & Maine, and also with specific 
authority from the other six shaky railroads. Specifically, the New 
York, New Haven & Hartford, the Delaware, Lackawanna & Western, 
the Erie, Central Railroad of New Jersey, and the Lehigh Valley, 
and the New York, Susquehanna & Western. With the exception of 
the New York, Susquehanna & Western, which is admittedly a small 

railroad, all of the rest are major railroads. And by major railroads, 
I mean this: we have only 40 major railroads doing any substantial 
business, and of the 40 railroads, 6 of the 7 railroads I mentioned are 
in that group of 40 railroads. We only have 40 railroads of 2n con- 
sequence, and these 6 are in that group. 

Mr. Hate. In the whole United States? 

Mr. McGrinnis. In the whole United States. We have 131 class 1 
railroads, but 40 of the railroads do 93 percent of the business, and 
they are the 40 that I have reference to—in order to get over the 
semantics of what is major. I mean, are these of any consequence to 
the country, and naturally, I think they are. 

Now these seven railroads are operating in a state of emergency 
now, and they are in need of financial assistance now. And with ail 
due respect to my friend Jim Symes and Al Perlman, in my opinion 
long before this Congress could possibly meet next year and pass 
emergency legislation ‘for the railroads that do not need it now, they 
too would be in the emergency position and it might be too late for any 
escape hatch to be on the books next year. In other words, I can see 
that the Central and the Pennsylvania have resources at this minute, 
but I wonder if a year from now they would not be in the same pre- 
carious and emergency situation these seven railroads are, with no 
legislation on the books to save them from insolvency. 

These 7 railroads, w ith the exception of the Lehigh Valley—6 of the 
7 railroads—their primary problem is the passenger commuting 
business. Their primary financial problem is the solution of the 
passenger commuting deficit, the passenger commuting business. And 
I infer by the passenger commuting deficit, the corollary, which are 
the tremendous taxes in the State of New Jersey and the State of New 
York and the State of Massachusetts: our terminals, our ad valorem 
taxes on almost everything in New York State. It is a well-known 
fact that New Jersey taxes are the highest of any State in the country, 
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and in most cases 10 or 12 times as high, with New York running a very 
close second. But if the mileage in New York State was as short, the 
comparison would be just as great. The passenger deficit of these rail- 
aie is tremendous. 

And to emphasize the situation, let me use the Boston & Maine as 
anexample. We run about 6,000 passenger trains a month, and about 
1,100 freight trains a month. From the 6,000 passenger trains we 
take in about $700,000, and from the 1,100 freight trains, we take in 
$6 million. Multiply that by 12, and you end up with the freight 
business on the Boston & Maine Railroad making $13 million, the 
passenger business losing $12 million, and we end up with a million 
dollars, last year $700,000, against a proper evaluation on the ICC 
books of $300 million. The exact same situation is true of the New 
Haven Railroad, only more so, and likewise the Erie, the Central New 
Jersey, and the Delaware Lackawanna & Western. 

From a broad standpoint, and looking at the railroad situation ob- 
jectively, as I did for 20 years, we are handicapped by having the 3 
major factors of a business. 

Our management is put in an advisory position instead of a direct 
manager, as compared with the president of General Electric, or Gen- 
eral Motors, or Westinghouse. We have the same things to worry 
about, costs, prices, and product. Only we call our product “services.” 

Management is put in an advisory position because we can only 
advise what our wages should be. The Railroad Labor Board decides 
what they will be. The ICC determines our prices, and the 48 States 
determine our prices, and the 48 States and the ICC determine our 
services. Weare only inan advisory capacity. 


Now the unfortunate part about that is, whereas the president of 
General Electric is blamed, naturally, because he has direct control, we 
in management have the responsibility for the results of other peoples’ 


. 


actions. And that is what these people are talking about when they 
talk about the regulation and the sullediantion of competitors. 

As has been mentioned here, about half, two-thirds, of our trucks 
are not regulated by anyone, and 90 percent of our waterways are not 
regulated by anyone. 

Getting down, sir, to your bill, H. R. 11527, I do not believe money 
should be loaned to anyone unless you think you are going to get it 
back, whether it is by the Government, or whether it is by the insurance 
companies, or the savings banks. 

I think, therefore, that—and I suggest humbly to you as the chair- 
man—that you tie in the financial bill, so far as these shaky railroads 
are concerned, with the fifth point of the Senate version, and tie in 
another bill to be a financial bill amending section 13, so that ICC has 
control over passenger services in the United States as they do now in 
freight to a great extent. 

With that qualification, your bill, as amended by the suggestions 
made by Mr. Loomis—and incidentally, Mr. Loomis’ suggested bill 
particularly for the purposes outlined, has been approved by all of 
the railroads in the United States. 

The suggestions 

The CuatrMan. Say that again, now? 

Mr. McGinnis. The bill that Mr. Loomis handed up to you—— 

The Crarrman. Yes. 


27361—58—_—_9 
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Mr. McGrynis. The provisions of it, the text of it, has been approved 
first by the AAR, composed of 20 railroad presidents representing all 
the rails, and then subsequently, at a meeting in Washington of all 
of the railroads in the United States, 131 of them. They have form- 
ally approved the provisions of the bill that he handed to you. 

3o that on that particular phase of the bill, we are unanimous. 
However, we agree, and the rest of the railroads in the South and 
West agree, that the financial bill, standing by itself, is no solution 
to the problem, that it must be tied in with the other provisions, some 
of which Mr. Chairman, you have already had hearings on—some this 
year. ; 

My goodness, you have had hearing since 1956 on rate making. 
You do not need, certainly, any more information on that. You have 
heard us on the three “shall nots,” and the various other things. 

The Cuarrman. 1955. Donotsell usshort. [Laughter] 

Mr. McGinnis. Right. So I suggest, therefore, that on the con- 
sideration of credit, are these railroads eligible to borrow money from 
anyone, that our credit, judged by our freight revenues, judged by our 
net railway operating income from freight, is just as good as any 
railroad in the West or the South last year, or 10 years ago, or 5 
years ago. 

The solution, amending section 13, will make these seven railroads’ 
good credits, and whoever loans us money will get it back if the ICC 
is given the power to force a solution of the commuting problem. And 
it is being forced every day in the week. It will also force the solu- 
tion of the ad valorem taxes in New York and in Boston, and in various 
other places so far as public transportation by private carriers is 
concerned. 

I suggest, therefore, that when your staff looks at these 7 railroads, 
that they look at the results from freight operations, which is divided 
by the ICC, the net railway operating income from freight opera- 
tions, of the 7 railroads as related to our fixed charges. 

And you will find, and your staff will find, that our credit on that 
basis, divorcing ourselves from the passenger deficit, which should be 
done, that the credit of these seven railroads will be just as good as the 
credit of any railroad in the United States, most of whom are located 
in the South and West, because they do not have the passenger 
problem. 

Your bill, and I agree with the rest of the people, your bill is good 
and we appreciate it. However, standing as it does today 

Mr. Harz. When you say “your bill”, you mean 11527? 

Mr. McGinnis. Right. As far as it goes, sir. But standing as it 
does, as it is now written, it will not help any of the seven railroads 
I am speaking for. It will not delay bankruptcy 1 day, or 1 hour, 
or 1 week. Not one of them. It will not prevent the bankruptcy of 
these seven railroads. = 

I think I would not be objective at all to my former profession if 
I did not predict to you the complete bankruptcy of these seven rail- 
roads unless something is done in this Congress and not next year. 
And I furthermore will predict to you, as a former bond salesman, if 
you want to put it, of railroad securities, that the bankruptcy of these 
seven railroads would act the same as the bankruptcies of 1933 did 
on the other railroads. 
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They had no credit at all except in equipment, and very little of that, 
for the years 1933 to the year 1939. The bankruptcy of the Chicago, 
Northwestern at that time adversely affected the credit of the Bur- 
lington, and the bankruptcy of the Seaboard affected the Coast Line, 
going right down the list. 

While I am at it, gentlemen, out of these 40 major railroads—and 
every nickel of every railroad loan was paid back—only 6 railroads in 
the United States out of those 40 did not borrow from the RFC the 
last time around, Every nickel was paid back. Only six did not 
borrow. 

And out of the entire RFC history, not one penny of interest or 
principle was lost on railroad loans. The purpose, as amended b 
what Mr. Loomis said, to include what we need, working capital, 
deferred maintenance, capital expenditures and maturities, those ad- 
ditions to your bill will put these railroads in a position where they 
can survive until this passenger problem is solved, 

The Cuarrman. May I inquire if the RFC loans of the 1930’s per- 
mitted the use of funds for these same purposes ? 

Mr. McGinnis. No, sir. The RFC loans—Jesse Jones was the 
worst banker of any banker in the world, because he wanted his col- 
lateral, and if you did not have it, you could not get a loan from Jesse 
Jones. Not one of these railroads, of the seven railroads today, would 
have gotten a nickel out of the RFC as it was run by Mr. Jones, because 
he insisted on collateral. If you did not have it, you did not get the 
loan. 

He turned down a lot more loans than he ever approved. Some of 
the loans he turned down were not paid off for many years, but they 
were all paid off because he had collateral. And these railroads that 
Tam — of now, under his administration, would not be eligible 
for a loan, not a single one of them. 

The Cuairman. What do you mean, some of the loans he turned 
down were not paid off? 

Mr. McGrnnis. No; I say, he turned down a great many loans be- 
cause they did not have the collateral. No railroad would have gone 
into bankruptcy if Mr. Jones had loaned them the money. 

The reason the trie went in bankruptcy, he said: “I won’t loan you 
the money unless the Chesapeake & Ohio guarantees it.” The Chesa- 
peake & Ohio said, “No thanks”; so the Erie went in bankruptcy. I 
can give you the illustration, blow by blow, because I wrote a book 
about the thing. But I still say that if the collateral requirements of 
Jesse Jones were in effect today, none of these railroads have the col- 
lateral to give to anyone for purposes of the loan, 

So to review, on your bill, if it could be expanded to include— 
and frankly, I do not care whether it is a fund or whether it is 100 
percent, I do not think it makes a particle of difference. I can sell a 
Government bond 100 percent guaranteed, and if I cannot sell a Gov- 
ernment bond to someone in the United States with 100 percent guar- 
anty, then I ought to go in bankruptcy. I mean, I do not care 
whether it is a fund, I support the fund because all the railroads are 
supporting it, but I do not think, from a practical matter, it makes 
any difference, whether it is 100-percent guaranty or a fund. The 

argument that Mr. Symes very ably made, that good money drives out 
bad, is a deterrent. But in my opinion, if we do not help the shaky 
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carriers now, it will be too late to help them next year. So the argu- 
ment will be academic because I do not think any railroad in the 
United States will be able to borrow money from anyone next year if 
we allow bankruptcies in 1958. So the argument of good money driv- 
ing out bad, I think, will become academic in 1959. 

I concede his argument if half of industry could stay with good 
credit and the other lose their credit. But we are no different than 
our drugstores, where if 30 of them are broke, and there are 60 of them 
altogether, the chances are the other 30 cannot borrow money at any 
price. So my first suggestion is that you amend section 5 as to 
purpose. 

- Now there has been a great deal of discussion about bailing out bond- 
holders and so forth, and there is something to it. I do not think, for 
example, the maturity problem is as great as people think, including 
the Pennsylvania and the New York Central. That is nine railroads. 
The maturity problem is only $325 million. Now if you exclude the 
Pennsylvania and the New York Central, the problem is narrowed 
down to about $150 million that these 7 railroads have maturing. Now 
I say that if maturities become a problem in the committee, a problem 
of whether they will be in 100 percent or out 100 percent, then perhaps 
maturities were included as a percentage; in other words, if you have 
@ maturity coming due, amounting to $10 million, and the creditors 
will extend the maturity to the extent of 75 percent, then ask the 
Government to help out to the tune of 25 percent to take care of the 
professional dissenters and those who make their money by holding 
out on situations where they know that funds are not available. The 
15-year maturity is fine provided it is not like the New Haven flood 
loan. In 1955 hurricanes hit the New Haven Railroad and destroyed 
$23 million worth of property. I was president and I borrowed $10 
million on the first hurricane under the Defense Act where the ODM 
certified that the New Haven was necessary to the national defense. 
We borrowed $10 million, 90 percent guaranteed by the Government 
and 10 percent not guaranteed. But it was made a serial loan, so that 
it was due serially. As a result, when the second hurricane came, they 
borrowed $6 million, so the loan is $16 million. And it is due serially, 
so.when 1957 comes along they cannot pay the first million-dollar 
installment. 

These loans should be nominal loans, in other words, 15-year loans, 
with a sinking fund of one-half of 1 percent, like any other insurance- 
company loan, with the big maturity coming at the end of the 15 
years, There is some, I think, clarification needed on just what the 
15 years means. 

On the rate of interest, on that flood loan for the New Haven we 
paid one-quarter of 1 percent above the prime rate. Whatever the 
rate is, whatever the administrative cost is, I certainly would be in 
favor of. 

On the time limit, you gentlemen have March 31, 1959. I suggest 
for your consideration that the time limit should be 3 years from the 
enactment of a bill. I mean, that gives you a little room to move 
around, 3 years from the date that you pass the bill, which I hope 
indeed you will pass. 

I do have the maturities of those seven railroads: $124 million, 
about 50 percent debt, and about 50 percent maturities due in the next 
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3 years. So if you said on maturities we won’t give you 100 percent, 
but we will be interested in perhaps 25 percent, it would mean rela- 
tively a small sum of money. 

My friend from the New York Central, Mr. Grant, said this morning 
that he would prefer a maintenance loan to a maturity loan, but of 
course maintenance means an awful lot because 30 percent of our gross 
is In maintenance, and when you multiply 30 percent, even against 
our existing low gross, you run into $1 billion to $2 billion. 

A series of bankruptcies, gentlemen, will not only adversely affect 
the domestic economy and the national defense, but it wili affect all 
transportation securities. It will affect Fruehauf’s credit, it will 
affect the credit of any trucking company. In my opinion, it will 
absolutely stop the program of the airlines for jet propulsion. I think 
it will handicap your ship operations. Because when one great phase 
of the transportation industry is under a financial cloud, it clouds 
every other phase of transportation. I went all through this in the 
bankruptcies. I went through section 77, where I saw bankruptcies 
drag out for 23 years. 

The Missouri Pacific went in bankruptcy in March of 1933 and just 
came out, 23 years later. The average Sankranti was 13 years. Just 
think of it, no management, and a Federal judge with 5,000 things to 
do, having to consider the affairs of the New Haven Railroad between 
5 minutes of 10 and 5 minutes after 10. I mean, that is how railroads 
in bankruptcy are run, and it is bad for everyone. 

The Boston & Maine cannot borrow any money. We borrowed 
$38 million for an equipment program. We dieselized the entire rail- 
road. We bought 108 Budd cars for the passenger business; we 
ao the newest train in the world, the Talgo train; we bought 2,000 

xcars. 

We paid 4 percent for interest, then 5 percent, and the last time 614 
percent. We are delaying our taxes in one State because it is an easy 
way to borrow money, and we are paying 10 percent penalty. 

Now if this was an uneconomic situation, if these seven railroads 
were ready to go down the hatch, they had no economic reason for 
existence like the New York, Ontario & Western, I would say, let them 
go, but they have, because their freight business is successful, and 
will be, and in the territory through which they serve, they are 
necessary. 

I suggest, Mr. Chairman, that if you will, on our behalf if necessary, 
introduce a bill along the lines of the Senate version of amending 
section 13, and tie these 2 bills together, the United States Government 
will never lose a quarter on these 7 railroads. You have already had 
hearings on most of the other features of the Senate version of the 
thing, I think, except with the possible exception of the construction 
reserve. 

You have had hearings on agriculture, on private carriage, and so 
forth. The ratemaking thing, goodness knows, you have had for a 
long time. 

The CuHarrman. Why don’t you tell us something about the con- 
struction reserve ? 

Mr. McGinnis. Well, the construction reserve is a cute name for 
quick amortization. I do not mean to be facetious, but I mean, that 
is what itis. It is restoring quick amortization to the railroads. And 
Tam all for it. 
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I noticed the other day in the Senate a bill was introduced in the 
Senate, outside the scope of the Senate, by another Senator, reintro- 
ducing quick amortization for all industry as a recession measure. 
I think it was by Senator Capehart. But the construction reserve is 
specifically spelled out in the Senate bill. 

Let’s assume that your depreciation is $10 million a year, now, and 
you have $10 million income. You can take the $10 million income, 
and the $10 million is limited because it is equal to the depreciation. 
You can set aside the $10 million for 5 years so long as you spend it 
in that 5 years for new capital, equipment, electronic yards, or central 
traffic control, and thereby not pay a tax on it. 

And in my opinion, to explain it very quickly, it is reinstating 
quick amortization. I think it isa good thing. I think the railroads 
in the South and the West, they are not going to borrow from this 
program, but if you will reinstate the construction reserve, that is, 
if you put in the construction reserve, the railroads in the South and 
West will then have the incentive to put their men back working in 
the shops, the same as we have the incentive through the financial 
bill to do the same thing. 

The Cuairman. Now, as I understand, in reading the announce- 
ment of the Senate committee, they refer to the construction reserve 
fund as a means of obtaining tax deferrals to stimulate investment in 
equipment and other necessary transportation facilities. 

Mr. McGinnis. In other words, the construction reserve is a method 
of just postponing income taxes, and quick amortization was a method 
of postponing income taxes. Now let’s be specific. TLet’s assume a 
rich railroad like the Southern Railroad, in one of the provisions 

The Cuarrman. I imagine they will thank you for that. 

Mr. McGinnis. The Southern Railroad—that bill limits the amount 
of depreciation of any carrier—let’s assume their depreciation is $20 
million in 1 year. And then they earn $20 million. They can set 
aside the entire $20 million into a construction reserve to build freight 
cars or central traffic controls, or electronic yards, and pay no taxes 
on it for 5 years. 

But, of course, at the end of 5 years, it is knocked out of their base, 
it is knocked out of their depreciation base, so the income-tax guy 
will get a lot more at the end of 5 years than he will the previous year. 
T mean, that is the construction reserve. 

The language is different than quick amortization. However, the 
bill says any amount you spend for depreciation, an amount equal to 
your depreciation may be set aside before taxes to build equipment, 
electronic yards, and central traffic control. 

The Cuarrman. Fora period of 5 years? 

Mr. McGinnis. For a period of 5 years. 

The CHarrman. Well now, is there a bill on this proposition over 
at the Senate? 

Mr. McGinnis. The only bill is the committee print, I think it is 
section 2—yes, it must be section 2 on page 11 of the committee print. 

The Cuarmman. And that contains the proposed language to carry 
out these recommendations ? 

Mr. McGinnis. Construction reserve, that is right. 

The Caarrman. I am talking about the whole proposition; do they 
have a bill to cover the whole, the entire program? 

Mr. McGinnis. I do not know, Mr. Chairman. 
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ges Loomis. Perhaps I can answer that. There is as yet no formal 
ull. 

The CHarrman. I understood there was no bill introduced, and I 
just wondered if there was any such proposed bill in existence that 
had not been introduced. 

Mr. Loomis. I suspect there are drafts, but no bill has_ been 
introduced. 

The CHarrman. Well, I have seen drafts up to the last 90 days. 

Mr. Loomis. So far as I know, there is no committee print. 

The Cuatrman. Including the last one that is supposed to come up 
from downtown, from the administration, which has not gotten here 
yet. 

Well, proceed. 

Mr. McGrynis. I am taking up too much time. I just have a few 
more minutes. 

Speaking of the administration, while it has been mentioned, the 
administration bill will not help these seven railroads at all in any 
way, shape, or manner. It is absolutely impractical, unworkable, 
so far as these seven railroads are concerned. 

I read in the paper yesterday, and I thought I might bring this to 
your attention, that in New York City we have what we call the 
Port of New York Authority, which operates as a quasi-State author- 
ity, and they operate all the bridges and tunnels and so forth. They 
pay no taxes, they are not regulated, their bonds are tax free from 
Federal income taxes, and therefore, they get very low-interest rates. 

The other day a Congressman from New Jersey suggested that the 
Port of New York Authority take over the commuting business. 
His reply was, “I cannot do that because it would ruin my credit.” 

The Cuatrman. Whose reply? 

Mr. McGinnis. The chairman of the Port Authority. He said, 

I cannot take over the commuting business, because it would ruin the credit 
of the port of New York. 

Of course, he has been saying that now for 20 years. The very 
purpose of the Port of New York Authority back in 1923 was to 
handle the transportation problems in New York Harbor, including 
commuting. 

Mr. Hate. Well, just a minute; you do not mean that the New York 
Port Authority was ever expected to run the Long Island Railroad, 
do you? 

Mr. McGinnis. Yes, sir. Symbolically. In other words, it cer- 
tainly was expected to run the Hudson & Manhattan, it certainly was 
expected to run the New York ferries, or eliminate the ferries if they 
put over three tunnels and bridges. No one was expected to com- 
pete carrying passengers from New Jersey into New York with 
the New York Port Authority with their tax-free garages, their 
bridges, and their tunnels. And the fact that they pay no taxes, 
their bonds sell at a very low interest rate because they are exempt 
from Federal income taxes. They are impossible to compete with. 
And yet, when the very lawmakers who created the port authority sug- 
gest to them that they now take over the functions for which they were 
created, they say, “No thanks, because if we did that, it would ruin our 
eredit.” 
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I do not want to take any more of the committee’s time except to 
suggest, Mr. Chairman, that if you could, in my opinion, tie in section 
13 with this financial bill on the general purposes that we have out- 
lined 

The Cuatrman. Section 13 has to do with ? 

Mr. McGrynis. The Interstate Commerce Commission contol over 
rates and services. 

The Cuatrrman. Rates and services? 

Mr. McGinnis. That is right. 

The Cratmrman. Would that be 4 and 5 of the Senate committee 
recommendation ? 

Mr. McGinnis. That is right, particular 5. 

The Cuairman. Five? 

Mr. McGinnis. Five. 

The CuarrMan. That only has to do with services. 

Mr. McGinnis. That is right, 4 and 5 combined, 4 is rates, 5 is 
services. 

The Cuatrman. Four and five? 

Mr. McGinnis. That is right. 

The Cuarrman. What kind of opposition do you run into from 
the States on 

Mr. McGuynis. I think the States would be glad to get rid of it so 
they could relax and deal with the monopolies, the telephone company 
and the gas company and the electric company. [Laughter. ] 

The State commissions now spend about 93 percent of their time 
fighting us, or we fighting them, in the State courts or at the lower 
courts or higher courts on appeals and so forth. I think they would 
be very happy to get rid of the political pressures, morning to night, 
on this railroad thing, and also to go back and deal with monopolies, 
which after all they were constituted to deal with. 

The CHarrman. Well, now, you just made a very important state- 
ment, because as I have seen this problem it is one in which the States 
may very well be interested. And it has been batted around here 
quite a bit on Capitol Hill, in other committees, in the Senate com- 
mittee report. Obviously, in the hearings we have had it brought 
up on occasion, even though we do not have a bill. But so far there 
has not been any one State, or State utility groups or organizations, 
that have expressed any interest one way or the other. 

Mr. McGinnis. I think that is good, Mr. Chairman. 

The Cuarman. Now, I know, but the reason I say you have made 
an interesting statement, I would not want to proceed here and then 
later have some State come in and say, “Well, we did not know about 
this and therefore we were given no opportunity to appear.” 

Mr. McGrynis. Well the State chairmen, I believe 9 State chair- 
men, were invited to testify on the entire Smathers program, and 
section 13 was in the so-called Smathers program from the very 
beginning. At least in the testimony of the 23 railroad presidents. 
Subsequently two State chairmen appeared and testified, and to my 
knowledge—I read the report—that subject was not brought up with 
any particular emphasis at all. I cannot, naturally, speak for them. 
I simply say that in my opinion I would hope that the State, the State 
regulatory bodies, would be happy to protect the State rights on the 
monopolies which exist in every State in the form of telephones and 
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gas and electricity, and let the railroads, who are interstate in their tre- 
mendous operations—w e exchange everything, diesels and freight cars 
and everything else—let the Federal body who has control over that 
feature of the thing have all control, rather than divisible. 

The Cramman. I want this statement that is made here today in 
this discussion to be public notice to any and all State commissions and 
organizations that this matter is before us. 

Mr. McGinnis. I agree with you, sir. 

The Cuairman. I would like them to ace ept this as a notice, as such, 
and to further emphasize it—I will introduce a bill tomorrow to have 
it before us, and consideration of it, with that, too, will be placed in the 
record. 

Mr. McGinnis. L agree, sir. 

The Cuamrman. So we will not be charged later on as having cut 
someone out. 

Mr. McGinnis. May I also qualify it by saying that I am from New 
England, and the attitude of New Jersey and New Y ork, which has 
been testified to before you this morning, is not the attitude of the 
New England commissions. We have had no difficulty with the com- 
missions of the New England States. However, the other railroads, 
and particularly the testimony you have had here today, is certainly 
inconsistent. And, of course, in the case of these railroads that have 
these difficulties, they may be the ones who might oppose it. I do not 
know. 

The Cuarrman. Well, I want it to be publicly observed that any- 
one who has an interest in this should let it be known what that interest 
is and whether or not they want to be heard. I emphasize the fact 
that we want everyone to have an opportunity to express themselves 
on these various highly important, and some highly controversial, 
questions. 

Mr. McGinnis. Il agree with you, sir. 

The Cramman. Well, I believe that concludes your statement, does 
it not—with my interruptions, which I apologize for. 

Mr. McGinnis. That is all. 

The CuarrmMan. Mr. Flynt ? 

Mr. Fiynr. No questions. 

The Cuatrman. Mr. Hale? You mean you do not want to ask 
questions about the Boston & Maine? 

Mr. McGinnis. Mr. Hale is one of our great supporters. 

The Cuarrman. Mr. Macdonald? 

Mr. McGinnis. And so is Mr. Macdonald. I had to do a little 
convincing with Mr. Macdonald. 

Mr. Macponatp. I do not know about the Maine part, but I have a 
few questions about the Boston part. 

The Cuatrman. Very good. 

Mr. Macponaw. First of all, Mr. McGinnis, I would like to com- 
pliment you on your statement, which, as always, is forthright, cogent, 
and outspoken. I just have a few questions. The first one I had was, 
when you speak of the six shaky railroads, are you describing their 
financial condition or roadbeds ? 

Mr. McGinnis. No; I think I can speak, personally, of the New 
Haven main line. I think the New Haven main line between Boston 
and New York is as good, if not better, than any main line in America. 

Mr. Macponatp. Tam happy to hear you say that, sir. 
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Mr. McGrnnis. Now, on the 11 commuting lines that finger out of 
Boston, I think 4 of them are as good as you would want. I will con- 
cede that the Saugus branch could use a little money. 

Mr. Macponaxp. Not if what your plans are go through. It won’t 
need any money at all, as you want to close it down. 

Mr. McGinnis. Thatisright. [Laughter] 

Mr. Macponautp. Which leads me to my next question. I was 
wondering if you though that the cutbacks in service which are being 
contemplated in Massachusetts, and especially in the Eighth Con- 
gressional District, will result in much of a saving to your railroad? 

Mr. McGrynis. They certainly will. Of course, I do not concede, 
as you know, that it is a cutback in service. I think it is an improve- 
ment in service. I mean there is a disconvenience to about 7 percent 
of the people, and, even there, the blow is softened. We are still 

oing to run into those three places—that the service will actually be 
tter to our regular commuters than it is now. And we will save 
over $3 million a year. 

Mr. Macponatp. Well, from the statement you have made about 
the financial position of the Boston & Maine, I think a savings, of 
course, would be healthy to everyone, but I do not quite see that any 
amount of saving would be had by service cutback—say, for example, 
when you run to Malden, Mass., a number of trains, and stop for 1 
minute, and you cut off those trains, they still stop up the line a little 
bit; I was never quite sure how you were going to save money doing 
that, when you had the same crew, the same operating force, and the 
same train itself. 

Mr. McGrnnis. Well, the commission agreed with you. We are 
running two trains there. 

Mr. Macponarp. Well, that was another thing I could not quite 
understand when you talked about the State public utilities. I thought 
they were very cooperative with both the New Haven and the Boston 
& Maine. 

Mr. McGinnis. That is why I got on record at the end by sayin 
that I had no quarrel with any of the commissions in New England. 

Mr. Macpnonaxp. Right, sir. And you sort of contrasted that, I 
thought, with New Jersey and New York? 

Mr. McGrnnis. Well, I listened to Mr. Perlman and Mr. Symes, 
and I know the New York commission, from my experience with the 
New Haven, and I agree; you must have ICC authority in New Jersey 
and New York, otherwise you just cannot do anything about it. 

Mr. Macponaup. Well, when I heard you make a plug for the ICC 
control, I was wondering about the difference in the rates, for a 
concrete example, going from Boston to Newburyport, Mass., where 
you pay X cents, I guess it is, or maybe a dollar plus X cents, since 
you got the increase, and then, under the interstate, when you went to 
New Hampshire, beyond Newburyport, the fare was less than it was 
to the closer point in Massachusetts. 

Mr. McGinnis. That is right. 

Mr. Macponatp. And I was wondering why your railroad would 
think that is a better situation, where they could run between Massa- 
chusetts at a higher rate, and go to a point beyond there and end up 
with a less charge. I do not quite understand, from the point of view 
of the railroad, why that was a good thing. 
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Mr. McGrnnis. Congressman, and the third letter I got from the 
screaming commuters, that was corrected. We were in violation of 
the fourth section. We corrected that the next day. 

Mr. Macponaxp. As you recall, I made the point, and I never had 
a correction from you. 

Mr. McGinnis. That was corrected, sir. 

Mr. Macponaxp. It currently is no longer in effect ? 

Mr. McGinnis. That is right. 

Mr. Macponatp. I am happy to hear that. Am I correct in saying 
I should vote for this bill to help the New England railroads because 
if this bill does not pass you will be in bankruptcy ? 

Mr. McGinnis. Yes, sir. 

Mr. Macponarp. How soon do you say this bankruptcy would take 
place if this bill does not pass? 

Mr. McGinnis. 1958. 

Mr. Macvonatp. Any month, or on the first of the year? 

Mr. McGinnis. Don’t give me that; do not time it that close. 
[Laughter. | 

Mr. Macponatp. Well, there is a 12-month spread, and our people 
have to ride out there. I was just wondering; it makes a great deal 
of difference to them. 

Mr. McGinnis. If you want a date, I will say December 31, 1958. 

Mr. Macpona.p. I am terribly sorry to hear that. And you say 
I should tell my constituents that I had to vote for this bill to save 
the Boston & Maine and New York, New Haven & Hartford from 
bankruptcy ? 

Mr. McGinnis. Yes, sir, and I will appear on the same platform 
with you and give them a blow-by-blow 

Mr. Macpona.p. Incidentally, I hope we never have to appear on 
the same platform, because you are too eloquent, and you know too 
much about your business. [Laughter.] Actually, this is a very 
serious thing, and I am terribly sorry to hear it. I was wondering if, 
in your opinion, the railroads themselves have done eae they 
could possibly do, under existing circumstances, to make as much 
money for the railroads as they could ? 

Mr. McGinnis. Well, let’s apply it to the Boston & Maine. Now, 
I borrowed $36 million to buy $43 million worth of equipment. If this 
bill passes, I will borrow $15 million to put up a new electronic yard 
on the Boston & Maine and eliminate these yards that are 70 or 80 
years old and manually operated. 

We are putting in central traffic control throughout the Boston & 
Maine, but that program has been stymied because you haven’t got 
the money. I think we have started piggyback; we have $1 million 
invested in piggyback, and I have great hopes for the future of piggy- 
back in New England; in other words, to cover the shippers that we 
compete with, and trucks, either plan 1 or plan 2, the New York 
Central’s Flex-Van, or some way to give the shippers what they want. 

I think we have done everything that can possibly be done, unless 
you have in mind some solution of the ever-recurrent labor problem. 
And I think that that must be studied from an objective angle prior 
to the termination of our present agreement, which expires November 
1, 1959, to see whether we should, also, as the Canadian Pacific is 
doing, with the firemen thing, and made-work thing, and various 
other things. It cannot be done on an individual basis. 
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Mr. Have. Excuse me. What did you say the Canadian Pacific 
is doing ¢ 

Mr. McGinnis. The Canadian Pacific, about 2 years ago, served 
notice on the brotherhoods that they would no longer use firemen on 
diesels and road and yard service. And, to make a long story short, 
a strike was threatened, and there was a strike for 11 days. It was 
referred to a royal commission which they have in Canada. They 
studied it for 18 months and the royal commission recently said the 
firemen were not necessary. 

As a result, the Canadian Pacific announced they will not ey 
firemen after May 11, and the brotherhoods announced there will be 
a strike. I understand, however, they took care of the social conse- 

uences, because no firemen, except those who had been employed in 
the last 2 years, would lose their Sab. 

There were 6,000 jobs involved, and only 72 men were to be laid 
off. The rest of them would be absorbed into the system. But the 
job itself would be eliminated. There is a strike set now for May 11. 

The CuarrMan. You mean they won’t have but one operator in the 
front of the train ? 

Mr. McGinnis. Two. They have three now. 

Mr. Macponaxp. I was thinking in terms of other advantages. Do 
you think the best thing that has been done, possibly, is the sale of 
surplus emery by all the railroads, the New York Central, Pennsyl- 
vania, New Haven, Boston & Maine? 


Mr. McGrnnis. Well, they are here. They can speak for them- 
selves. 
Mr. Macpvonaxp. I suppose-you are here for the Boston & Maine? 


Mr. McGinnis. Yes. Well, I do not have anything like that. I 
mean, my property, little pieces here and there and so forth, outside 
of that block we have in Boston, and you know it is pretty difficult to 
get a buyer, at the present Boston tax rate, you know, to pay any real 
money for it. I think, though, that generally speaking, we have made 
efforts in the railroad industry to dispose of property at decent prices. 
I know on the New Haven and on the Boston & Maine, I have been 
trying to get rid of the passenger stations and, you know, put in 
shopping centers or something like that. 

Mr. Macpvonaxp. Yes, sir. I did not have exactly that in mind. I 
was talking about other surplus, rolling stock, scrap, and so forth. 

Mr. McGinnis. Well, as far as freight cars are concerned, I got 
2,000 new ones and I repaired 1,800. Some of them that are coming 
in now are lying up in Concord because the scrap market is so poor you 
can virtually get nothing for them. I think the scrap dealers are 
bidding as low as $300 for a gondola, you know, and I would rather 
gamble and just leave them there on the theory the scrap market might 
go back where it was. 

Mr. Macponarp. Incidentally, I would like to, in closing and thank- 
ing you for your statement and congratulating you on your statement, 
say that there are many people who think you have done a terrific 
job with the Boston & Maine—have increased service, certainly fast 
service, and if you just keep those trains going in the Eighth Con- 
gressional District, I would be happy to join with them in thinking 
you’ve done a job. 

Mr. McGinnis. Thank you very much. I will try to do that. 

The CHarrMan. Mr. Hale had a question. 
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Mr. Hate. Your commuting problem is entirely in the Boston area, 
isn’t it? 

Mr. McGinnis. The Boston & Maine, yes, sir. Of course, the New 
Haven has it on both ends. 

Mr. Hater. What about traffic between Portland and Boston; has 
that gone off rapidly ¢ 

Mr. McGinnis. Last year, yes. Last year the Boston & Maine 
carried 123,000 people between Desten and Portland, and the through- 
way carried 4,400,000, judged a tolls on the turnpike, the Maine 
Turnpike. That is down from about a million. 

Mr. Hare. 123,000 as against 4-million-odd ? 

Mr. McGinnis. The tolls on the turnpike, the Maine Turnpike, were 
4 million between Boston and Portland. Now, of course, let’s say an 
awful lot of those are tourists, but, nevertheless, we used to carry a 
million people between Boston and Portland, and last year it was 
123,000. In 1958, it will be down to 100,000, in my opinion, and in 
1959 it will be below that because the road from the north into Boston 
will be completed and, you know, you will be able to get in without 
that interference that you have now. 

Mr. Hate. What were those figures in 1955 and 1956? 

Mr. McGinnis. In 1956 it was 147,000; in 1955 it was 173,000. About 
20,000 a year down. 

Mr. Har. Does that mean you would like to give up passenger serv- 
ice into Maine ¢ 

Mr. McGrynis. Well, no; we run 9 Budd cars each way, plus the 
three overnight trains now. We have 12 trains a day. And it is good 
service. 

Mr. Hare. How many trains a day ? 

Mr. McGinnis. Twelve a day each way; 24 trains. It is good serv- 
ice. <A train that used to run with 7 coaches we now take care of with 
1 Budd car. I was going to put the Talgo in operation between 
Boston and Portland 

The Coarrman. What kind? 

Mr. McGinnis. The new Talgo train we bought, which sits 504 
people. Itisa beautiful train. 

Mr. Harr. Where are you going to use it ? 

Mr. McGinnis. I am using it now, running to Lowell and Haverhill, 
because there is volume there. There was not enough volume. It is 
a rare train that we have 35 or 40 people to Portland on. This Talgo 
train seats 504. 

Mr. Hater. I have ridden on the Spanish Talgo. 

Mr. McGrnnis. Well, if you are in Boston any time, I would like to 
take you for a ride on the new Talgo. It is really a beautiful train; it 
is a tremendous train. 

The Cuamman. I have asked you so many questions I hesitate to de- 
tain you any longer, Mr. McGinnis. 

Mr. McGrynts. Please do, Mr. Chairman, because I am tremen- 
ously interested, and I will stay here all night to get this bill in your 
favorable consideration. 

The Cuarrman. Well, I appreciate your concern in this legislation 
and the situation as exists today. Now, you have also requested that 
this legislation be broadened to cover operating expenses. That con- 
cerns me a little bit. Now what would be your reaction to the limita- 
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tion suggested by the Senate committee on restrictions of paying 
dividends during the course of the loan ? 

Mr. McGinnis. I have three thoughts on it. First, I would hope 
that, if a dividend restriction is put in, the word “cash” will be put in 
front of it. I mean, let’s not tell Wall Street that the stocks are never 
going to be any good. And if you put the word “cash” before the 
dividend restriction, it allows us to pay stock dividends sometime in 
the—you know, before the loans are paid off, at no distress at all to 
the creditors. And stock dividends are being paid right now in this 
recession by many great companies because they haven’t got the cash. 
That is the first suggestion I make. 

Second, I believe that emergency loans, the loans made to these seven 
railroads, certainly emergency loans—I agree with you on the dividend 
restriction. I think, however, that if a railroad comes in to buy a 
thousand boxcars, or to build a yard, that you should give some con- 
sideration—the stockholders must approve the loan—and go ahead to 
borrow the money and build the yard. But from the economies of 
your yard and the creation of man-hours and the demand for steel, the 
stockholders for that legitimate purpose should not possibly be fore- 
closed. And I think the suggestion was made that the administrative 
agency in that respect have some regard for that possibility. 

But on the distress loans for working capital, for operating deficits, 
to help in maturities, if it is for those purposes I agree with the 
dividend restriction. 

The Cuarrman. In other words, if the loan is made for operating 
expenses, there should be restrictions. If the loan was made for the 
other purposes included in this bill, then you think there should not 
be such restrictions ? 

Mr. McGinnis. Well, I think it should not be written in the bill, 
I think it should be left up to the administrative agency to consider 
all the facts. In other words, if a railroad who is not in an emergency 
now came into this bill, and they got relatively good credit, but be- 
cause of the deteriorating situation they wanted to build a yard, and 
the president could show to his directors that he would save, he would 
be able to pay back this money in 4 or 5 years, and it is a good thing 
to do, it creates man hours and a demand for steel, and it is good 
for the company, I do not think he should knock his dividend record 
in the head for that purpose. In other words, for capital expendi- 
tures, I think the administrative agency has got to have some leeway 
on the dividend restrictions. On the emergency loan for working 
capital and deficits, operating deficits and maturities and so forth, 
then I think it should be written right in “No cash dividend.” But 
I would like to see you use the word “cash.” 

In each case, incidentally, I would hope that all these loans that 
the Government makes would be callable at par. In other words, 
I think that might be specified so that if things turned around, and 
I wanted to refund the bonds in 2 or 3 years, I would not have to pay 
some big fancy premium because I do not thing that is the purpose 
of the loan. 

The Carman. Well, do you think a 15-year period is ample? 

Mr. McGinnis. Yes, sir. 

The Cuarrman. Well, suppose there could be a restriction, what 
would you think about the restriction to the effect suppose you 
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had amortization over a period of 15 years, and with the suggestion 
that they be callable 

Mr. McGinnis. I think they should be callable in any event. The 
ICC has never approved a bond issue in the last 30 years unless it 
was callable. But I think these bonds should be callable without 
premium, callable at par. Now I do not like the amortization over 
15 years because that is going back to the New Haven loans. I be- 
lieve that the normal sinking fund should be incorporated in these 
loans, one-half of 1 percent, so that the balloon part of the loan 
should be paid off at maturity. That gives you a chance to move 
around. In other words, I do not think this loan, if it is made, should 
be any different than any other insurance company loan, a regular 
sinking fund and you pay it off at maturity or refund it in the 
meantime. 

The CuatrrmMan. Well, I was thinking about some restriction where 
no dividends would be paid in any one year, single year, until the 
obligation, maturing obligation, of the loan for that year is paid. 
What would you think about that? 

Mr. McGinnis. Well, I do not like a long-term loan to be amortized 
over the term of the loan because, in effect, it is a serial loan. And a 
serial loan for equipment is all right because you have depreciation 
to help you out in paying it, but in a loan for other purposes it 
should be, in my opinion, a straight loan. 

This morning, incidentally, there was discussion as to whether it 
should be 100 percent guaranty or 10 and 90 percent guaranty. In 
my opinion, under the clause you have in the law now, in the bill now, 
you say that we must prove to the ICC we cannot get the money 
anywhere else, otherwise we do not qualify. 

The CuarrMan. I hope you do not have as hard a time as in the 
case of some of these small-business loans, to prove you cannot get 
it anywhere else. 

Mr. McGrynis. Some of the railroads had that experience with 
Jesse James—Jesse Jones. [ Laughter. ] 

The Cuatmrman. Well, thank you very much, Mr. McGinnis—since 
there are no further questions—we are very glad to have your testi- 
mony here. 

Mr. McGinnis. Thank you, Mr. Chairman, and thank you, Mr. 
Macdonald, Mr. Hale, and Mr. Flynt. 

The Cuamman. Thank you for your appearance and your testi- 
mony and presentation. 

I understood a representative of the John Hancock Mutual Life 
Insurance Co. is here, and I understand he has a brief statement he 
wants to make and it would be a great favor if he could get it in 
today ; is that true? 

Mr. Strack. I am at your service. If you would prefer it tomor- 
row, Mr. Chairman, it is quite all right with me. If it helps you 
clean the thing up today, I should be delighted. I do not think I 
will take long. 

The CHatmrman. Well, if you call this a “thing,” why, then, we 
are trying to clean it up as fast as we can. But we are going to have 
to come back tomorrow anyway. How much time would you require? 

Mr. Strack. The statement is four pages, sir. I could read it very 
hurriedly, and it depends upon your questions. It is 314 pages. 
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The Cuarrman. I think we will let you read it now, if the mem- 
bers will bear with me. 

Mr. Stack. May I have my associate here ¢ 

The CuarrMan. Yes; certainly. 


STATEMENT OF LEE P. STACK, FINANCIAL VICE PRESIDENT AND 
A DIRECTOR OF THE JOHN HANCOCK MUTUAL LIFE INSURANCE 
CO.; ACCOMPANIED BY WILLIAM C. WHITTEMORE, ASSISTANT 
TREASURER, JOHN HANCOCK MUTUAL LIFE INSURANCE CO. 


Mr. Srack. My name is Lee P. Stack, I am financial vice presi- 
dent of the John Hancock Mutual Life Insurance Co., of Boston. 

The Cuamman. Could I ask you to speak up a little louder. We 
want to hear you up here, too. 

Mr. Srack. I am financial vice president and a director of the 
John Hancock Mutual Life Insurance Co., and for my entire busi- 
ness career—starting in 1915—I have been active in railroading or 
in railroad finance. 

Twelve years were spent with Wood, Struthers, at that time out- 
standing investment banking house specializing in railroad securi- 
ties, and I left that connection to assist the John Hancock with 
its problems in reorganizing 15 railroads then in bankruptcy. 

For 4 years I was president of the New York, Lackawanna & 
Western Railroad, and after its merger, a director of the Delaware, 
Lackawanna & Western. This connection I resigned in 1956—paren- 
thetically, at the direction of the Treasury—to become a director of 
the New York, New Haven & Hartford Railroad and was later elected 
chairman of its executive committee. 

With this background I have tried to understand and be sym- 
pathetic with both the problems of the railroads themselves, and 
from the other side, the problems of creditors of such railroads. 

My company held, at the end of 1957, $284,340,000 of railroad bonds 
and stocks and we do have a vital interest and hope the Congress 
succeeds this time in really establishing legislation beneficial to one of 
our major industries in this country, which today is in dire distress. 

I was in railroad service, Mr. Chairman, at the time the Govern- 
ment took over during and immediately after World War I. With this 
nightmare still fresh in my mind, I hope nothing you do, or fail to 
do, here paves the way for our carriers again slipping into Govern- 
ment control. 

Except for the diminishing and increasingly more difficult market 
for equipment obligations few lending institutions will today consider 
railroad loans. The securities purchased by these institutions are 
confined to those of a very small group of carriers which still enjoy 
some credit. 

While I have referred to the fact that a very small group of rail 
carriers may still enjoy some credit, it is recognized by all that there 
are varying degrees of need throughout the railroad industry. Many 
of the lines, particularly some in eastern territor y, are today at what 
might be termed the critical point. It should be recognized that in 
actuality the need is for a plan of temporary but emergency assistance 
to the lines in most critical need while at the same time offering to the 
industry as a whole a measure of relief. In order to provide this 
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assistance it is necessary that funds be obtained with as little delay 
as possible. I would suggest two means by which this may be done. 

The Congress should incorporate in any legislation provisions en- 
abling the railroads to either borrow directly from the Government, 
or by means of loans fully guaranteed by the Government. Of the two 
methods I should vastly favor the latter. Excuse me, I did not realize, 
Mr. Chairman, when I wrote this that you had so much on the subject. 

The Government should not impair its own credit by continually 
raising funds to lend directly to industry. Furthermore, if the loans 
are made by banks or other financial institutions with Government 
guaranties, the railroads will be in contact with professional: lenders 
who are better staffed and more experienced in seeing that they adhere 
to the programs which will insure the soundness ‘and rapid repay- 
ment of such loans. These institutions have hundreds of experts 
and there is no need of the Government setting up a huge bureaucracy 
to first examine and then police such loans. 

I think you should only consider absolute guaranties by the Fed- 
eral Government. A partial guaranty or a qualified one will seriously 
impair the salability of a loan. For instance, those lines in critical 
condition have little or no remaining collateral. I know that the 
John Hancock Mutual Life Insurance Co. would not consider any 
loan to such a road even with a guaranty by the Government of 90 
percent of the principal amount without requiring that the remaining 
and unguaranteed 10 percent be fully secured by collateral. This state- 
ment of position of my company is made with the full realization 
that John Hancock has been among the few insurance companies that 
have been more liberal in the past in their attitude toward railroad 
securities and loans. 

These loans should and I hope will be for short periods, perhaps 10 
years, but in no event over 15 years. 

Such loans, even if you pass other needed legislation, will be neces- 
sary to tide the railroads over the period required to first maintain 
their solvency and reestablish their earning power while awaiting 
realization of benefits to be derived from the remaining proposed 
legislation. ‘These loans must be for any purpose to aid in keeping 
the road solvent. ‘They may include maturing obligations, necessary 
equipment, working capital, interest, or indeed any other purpose to 
insure the road remaining solvent while going through the necessary 
procedures and actions to § gain benefits ¢ ontemplated by the legislative 
proposals of the railroad industry and which I shall specifically men- 
tion in a moment. 

There seems no necessity for you even considering loans unless you 
shall have first enacted other more important parts ; of the legislative 
program. Indeed, I shall go further and say that I definitely feel 
none of the railroads should be permitted to borrow money with 
Government guarantee until they demonstrate that they have in 
prospect earnings improvements, through applications to the ICC for 
service adjustments or otherwise, sufficient to amortize the loans in a 
few years. 

In addition to provision for loans I believe legislation covering the 
following items to be vital : 

Elimination of the present excise taxes. 


27361—58——_10 
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2. The scope and application of agricultural commodities exemp- 
tions should be redefined so as to apply only to those situations which 
Congress originally intended; such as a farmer carrying his goods 
from his farm to market. 

3. The railroads should have the right to establish rates commen- 
surate with their own cost and regardless of the effect on other 
carriers. 

4. And most important of all, Mr. Chairman, in my mind, the ICC 
should have the authority and duty to permit the railroads to eliminate 
service of any kind which is furnished at a financial loss. Without this 
all important feature, a “financial assistance bill” would be unnecessary 
and unsound. 

Surely everyone would prefer a sound program for the railroads 
much rather than see a number of them enter bankruptcy. However, 
if they are not to be given the opportunity of eliminating services 
which produce substantial deficits, then I think we all may be wasting 
time and money in enacting and carrying out any emergency loan 
penne: With the substantial drain upon earnings brought about 

y these deficits, particularly in the passenger and commuter fields, 
some of the lines in most critical need would benefit little, if at all, from 
the loan program. 

So often in the 1930’s there were cases where continued loans to 
prevent insolvency added substantially to the chore of reorganizing 
these companies. Often the bankrupt properties had continued for 
3 or 4 years to borrow money to keep out of the courts, frequently 
witi: double or treble collateral which created a difficult situation and 

yas certainly unfair to original holders of their obligations. 

It is encouraging to all serious-thinking students to see this matter 
being given consideration by the Congress. It is unthinkable that this 
country could wage war or adequately carry on its domestic commerce 
without a strong and efficient railroad system. The railroads were 
never in their 130 years in as dangerous a situation as they are today. 

Mr. Chairman, Hitler favored his autobahns and neglected his rail- 
roads. Weare doing likewise. 

In the testimony of Mr. James M. Symes, president of the Penn- 
sylvania Railroad before the Surface Transportation Subcommittee, 
Senate Committee on Interstate and Foreign Commerce, in January 
of this year—it was shown that the ton-miles handled by railroads in 
Soviet Russia today exceed those handled by the railroads of the 
United States; a complete reversal of the situation as recently as 3 
years ago. At the end of World War II—the ton-miles handled by 
the Russian railroads were less than one-third those handled by the 
United States railroads. In the United States railroads handle less 
than 50 percent of intercity freight traffic whereas in Russia railroads 
handle 83 percent of such traffic. 

It appears that Russia does not intend to make the error Hitler 
made. 

Above all, Mr. Chairman, I urge haste. 

The sheriff may overtake several of our important railroads before 
1958 ends. 

The CHarrman. Thank you very much, Mr. Stack. 

Any questions, Mr. Flynt? 

Mr. Fiyrnt. No, sir. 

The Cuarrman. Mr. Hale? 
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Mr. Harz. When you state that the railroads were never in a more 
dangerous situation than they are today, you are referring to their 
financial situation ? 

Mr. Srack. Yes, sir; but the traffic is wasting away, Mr. Con- 
gressman. The passenger deficits are battering down harder than 
they ever have their whole history. For Mr. Symes to lose $57 million 
for the New Haven to lose $4 million, and the city of Boston alone han- 
dling commuters—it has never been that bad, Constant wage in- 
creases, materials. 

The Cuarrman. Mr. Macdonald? 

Mr. Macponatp. I take it you are from the Boston John Hancock, 
sir? 

Mr. Srack. Yes, sir. 

Mr. Macponap. I was wondering what you meant on page 4 when 
you say that the ICC should have the authority and duty to permit 
the railroads to eliminate service of any kind which is furnished at 
a financial loss. I take it you mean all passenger service? 

Mr. Sracx. Not all, Mr. Macdonald. 

Mr. Macpona.p. Is there any line in Massachusetts, for example, 
that carries passengers at a profit ? 

Mr. Strack. Speaking for the New Haven, I have some acquain- 
tance there, there are 2 or 3 main-line trains yes, sir. 

Mr. Macponatp. I do not mean individual trains. Maybe the Mer- 
chants Limited at 5 o’clock makes a profit. 

Mr. Strack. It does. 

Mr. Macponatp. I am not talking about service. If you mean 
what you say, and I cannot believe that you do, would not this force 
the ICC to just discontinue all train passenger service ? 

Mr. Strack. No, sir. I intended there—I am sorry if I left the wrong 
impression, Mr. Congressman—I intended there, where it is hopeless. 
The South Shore, commutation, the Old Colony, I think that going 
through Back Bay will fall in the same category. Studies show that 
it does. 

Mr. Macponap. I am just trying to pinpoint in my own mind 
your words, when you say the ICC should have the duty to permit 
the railroads to eliminate service of any kind which is furnished at 
a financial loss. I repeat, in Massachusetts, for example, isn’t the 
Lowell service furnished at a loss? 

Mr. Strack. All the intrastate is. 

Mr. Macpvonatp. So John Hancock’s position is all passenger serv- 
ice in Massachusetts should be eliminated by the ICC? 

Mr. Strack. I say, we would not lend money unless that—— 

Mr. Macponaip. Which brings me back to the statement earlier, as 
to professional moneylenders, isn’t it a rule of thumb a professional 
moneylender will only lend you money when you do not need it? 

Mr. Srackx. Pardon me, Mr. Congressman, I would not say that. 
I offered to float—is Mr. McGinnis still here—I offered to float his 
flood loan, and did sell it for him, and it did not work out. Some 
of the companies kicked over the traces, there was some unpleasant- 
ness. But I did self his $10 million flood loan for him on the New 
Haven when he wasthere. And he did need it. 

Mr. Macponaxp. I was not familiar with your statement, and I was 
wondering whether it was the official position of John Hancock, the 
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ICC should be forced to discontinue all passenger service in Massa- 
chusetts ? 

Mr. Strack. Let’s put a comma, Mr. Congressman, that it is my 
opinion. 

Mr. Macponatp. You are appearing on behalf of John Hancock? 

Mr. Sracx. As a railroad lender I have been | 

Mr. Macvonatp. And as financier for the John Hancock Co. ? 

Mr. Strack. I would prefer it not to be—I cannot, as a matter of 
fact. As you know, the laws in the State of Massachusetts, the policy, 
says every $5 sale or purchase is under the board of directors. I can- 
not:commit my finance committee or the board of directors. 

Mr. Macponatp. We are not in Massachusetts now, we are here at 
a congressional committee, and you are appearing on behalf of John 
Hancock ; is that right ¢ 

Mr. Srack. Yes. 

Mr. Macponaxp. So there your position is John Hancock’s position ? 

Mr. Srack. Yes; but I cannot bind them today to something they 
do tomorrow. I intended also by that, Mr. Macdonald, to mean un- 
profitable mileage, whether it included freight, or passengers, or 
what. There is a lot of worthless mileage on the railroads in this 
country. And also, I am appearing on behalf of the railroad industry. 

Mr. Macvonatp. Just in closing—John Hancock is now in the 
railroad business / 

Mr. Srack. To the tune of $287 million ; yes, sir. 

Mr. Macponaxp. For how long ? 

Mr. Stack. We bought our first rails, I should say, about 1870. 

Mr. Macponap. But there are a lot of people who may have stock 
in arailroad. I may have some, but I cannot appear on behalf of the 
railroad industry, which you just said the John Hancock is doing 
today. I donot quite understand your position. 

Mr. Strack. Well I do not know how I can clarify it further. 

Mr. Macponaxp. As a stockholder, or as someone interested in 
financing railroads 

Mr. Srack. Since 1921 I have been handling railroad loans. I was 
in railroad service to 1921. Since that time I have been in railroad 
finance, either trying to sell securities or, on this side of the desk, 
buying them. 

Mr. MacpvonaLp. With that background—and this is my closing 
question, Mr. Chairman, I know it is getting late. Sometimes I have 
often wondered why, if this is such a losing business and everything 
is on the verge of bankruptcy, we keep hearing that it needs to be 
helped, which I am sure it does, too—from your background will you 
tell me why people engage in intrafraternal proxy fights and engage in 
financial battles in order to take over a business that is about to go 
bankrupt ? 

Mr. Strack. I van give you the last illustration in which I was en- 
meshed. Only last month we settled a proxy battle on the New Haven. 
Six financial firms, who made what I suppose was a bad loan—the 
price was down from 70 to 16—started a proxy battle to kick the rest 
of us out until some sober heads in those firms got them together and 
said, “Why do you want to pay a half million, the cost of a proxy 
battle, to get this worthless railroad—we have enough headaches for 
nothing.” 
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_ I cannot answer your question. Whenever a corporation, however, 
is not prospering and earning, they always begin to quarrel among 
themselves, Mr. Macdonald. 

Mr. Macponaxp. Aside from quarreling—it takes a fairly serious 
quarrel to end up with a half million, and I think your estimate is 
probably modest. But I have been at least familiar, from the news- 
papers, with proxy battles in New England, and I have often won- 
dered, if the business is so unprofitable, and if it brings everyone to 
the brink of bankruptcy, why you financiers and acknowledged men 
who know more about finance than I do, get involved in these battles? 

Mr. Strack. I was on the defensive side here. 

Mr. Macponatp. You resisted ? 

Mr. Srack. Yes, sir. 

Mr. Macponatp. You wanted to maintain your losses on the New 
Haven ? 

Mr. Strack. No; we wanted to maintain the present management 
in Office because we thought it was doing an excellent job. 

Mr. Macponaup. Even though they were losing a lot of money, you 
spent a lot of money in order to lose a lot ? 

Thank you, Mr. Chairman. 

The Cuarrman. Did I understand you correctly that it is the posi- 
tion of your company, with this type of legislation you would expect 
the curtailment of passenger service to the extent that you would do 
away with it ? 

Mr. Stack. You do away with the unprofitable portions. On the 
New Haven, I do not think the commutation on the western end would 
ever be effective, Mr. Chairman, into New York. 

I do not think we would ever have to give up the commutation into 
New York. There you have a different situation. The average rider 
goes 34 miles, you haul 16 cars, you have 5 seats abreast. On the Old 
Colony, sir, the average rider only goes 9 miles. Nearly all of his 
fare goes to the South Station—and half of it in taxes by the way. 
So you have no hope of ever operating the Colony at a profit because 
you are giving the average fare to the station, and half of that goes 
to Mayor Hines in taxes. That can never be solved. 

Mr. Macponap. I think the record should be corrected. It goes to 
the city of Boston, not Mayor Hines. 

Mr. Stack. Those were the situations I had in mind, Mr. Mac- 
donald. I think, in fact, the New Haven offered to lose 250 of the 255 
thousand a year in perpetuity if the communities would step up and 
show a little of the balance 

The CuHatrMan. But you did not intend to leave the impression this 
was necessary for the purpose of arbitrarily doing away with pas- 
senger service that was needed ? 

Mr. Srack. I think where it loses, as the Old Colony does, it will 
have to come out or we can never make that a railroad, and you should 
never encourage the lending of a dollar to it. 

The Cuatrman. You heard, I think it was Mr. Symes or Mr. Perl- 
man, who said they figured the cost of staying in the business $8.50 
per passenger-mile. 

Mr. Stack. We have gotten six, as I remember. 

The Cuarrman. They were getting $6.50 to go out of the business, 
and they would lose $4.50. 

Mr. Strack. That is true. 
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The Cuarrman. In other words, as Mr. Hale said, they had a situa- 
tion that they could not turn loose. 

Mr. Strack. That is true. 

The Cuarrman. You cannot stay in and you cannot quit. 

Mr. Strack. Out of the isolated situations, and I will use the Old 
Colony because, as Mr. Macdonald knows, it is public property 
there—— 

Mr. Macponatp. If I could just interject, since you use that as a 
typical example of a railroad, it is a branch line which is not a rail- 
road in the sense that you are testifying here. I am sure you are fair 
enough to say that, sir. 

Mr. Strack. Quite true. No; it is an isolated case 

The Cuarman. Well, I can certainly understand why you, repre- 
senting the John Hancock Insur ance Co., with $284 million in secu- 
rities, would be interested in maintaining a sound, financially sound, 
railroad system. 

Before we let you go, I think I should ask you a question or two 
about the latter part of your statement. 

Mr. Stack. Yes, sir. 

The CuarrMan. Some times I do not share the viewpoints expressed 
about how much better Russia is doing things than the United States. 
T have been in Russia myself, and I am not sure that we help ourselves 
by continuously making such comparisons. I do not think it would 
take very long to convince anyone who traveled any in Russia at all 
that the reason for this situation is they do not have highways in 
Russia, they do not have a motor highway system in Russia. They 
do have some trains, and the one we rode on was a fairly good train. 
And I think we have to admit facts as they are. But to try to compare 
one with the other, on what seems to me is not a fair picture of the 
situation, seems to me is running down our own ingenuity and what 
we have here that we, in my opinion, should appreciate a lot more. 

I for one have seen transportation systems in many countries where 
I have had the privilege of traveling, and I will say without fear of 
any contradiction whatsoever we have the finest transportation system 
of anywhere in the world. What we want to do is to maintain it. 

Mr. Strack. Mr. Chairman, I could not agree with you more, sir. 
It is the drift that bothers me, and it hurts me to use a Russian com- 
parison. 

The Cuarrman. Well you do not get the entire picture by using 
the comparison because we have our highway motor transportation, 
our water transportation, our air transportation, our railroad trans- 
portation, all developed to a high degree of progress in this country 
which you do not see in the other countries. 

Mr. Stack. True. 

The Cuarrman. And I just wanted to make that statement for the 
record in view of the comparison, because I do not want anyone to get 
the idea that because some railroads find themselves in financial straits 
today, that our railroad system is just gone to pot all of asudden. It 








has not. 

Mr. Stack. I certainly did not mean so. What I had more in mind 
than anything else, Mr. Chairman, to use Los Angeles and Boston 
perhaps as examples, by continuing to build throughways and that sort 
of thing, we have clogged the cities up to where property in Boston is 
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worth very little today. We tore down 13 buildings across from our 
building to put up a garage which is tax free. Each time the tax 
mounts. If we do away with the newspapers carried there Sunday, 
if we do away with the Old Colony alone, we create —e chaos— 
as Mr. MacDonald knows—at the Neponset Bridge. The highway 
simply cannot hold them. 

Now if we continue to build, it has been estimated by the chamber of 
commerce in Boston, if we do away with Mr. McGinnis and the New 
Haven, all commutation, we would have to tear down 32 blocks of 
buildings in the middle of Boston to house those cars. There goes 
business. There go taxes higher and higher, and the city is throttled 
and strangles itself. 

That is what I had in mind, sir. 

The Cuamman. Yes, I appreciate the intention that you had in 
mind, of course, and I think it should be very clearly stated that the 
people of this country, or Congress, are not going to permit the rail- 
road industry, or any other mode of transportation, to deteriorate to a 
point that the service is not going to be provided. 

Mr. Stack. I am glad to hear that. 

The Cuarrman. Do you think that the examination and policing of 
values by lending institutions would be as thorough if the loans were to 
be 100 percent guaranteed as they would be if they were only 90 
percent guaranteed by the Government ? 

Mr. Stack. No, sir, but I think the purpose of the loan, and his 
ability to pay it off, and policing him to see that it was paid off, would 
be better done unless the Government hired the men to do it. 

The Cuarrman. I understand you may not have the information, 
but someone else might here, that the Pennsylvania and the New York 
Central have cut their officers’ salaries. Have they not, or do you 
know about that ? 

Mr. Strack. Yes,sir. The New Haven did, and cut off 48 officers last 
Friday, top officers some of them. 

The CuatirmMan. What about the Boston & Maine? 

Mr. Stack. I cannot answer forthem. Ido not know, sir. 

Mr. McGinnis. The executives took a 10 percent cut May 1 this year, 
and 20 percent last November. 

The Cuatrman. Any further questions? 

Mr. Hate. Yes. 

The Cuatrman. Mr. Hale. 

Mr. Hate. I want to be sure I understood you. Did you say there 
was a difference, a considerable difference, between the commuter 
problem on the New Haven into New York and the commuter problem 
on the New Haven into Boston? 

Mr. Srack. Yes, sir, a very decided difference. 

Mr. Hare. And you think the situation into New York is tolerable, 
and the one into Boston is not? Is that what I understood ? 

Mr. Sracx. Yes, sir, I would go along with that statement. 

Mr. Hate. Your reason for that was that the distances were shorter 
into Boston, was that it ? 

Mr. Stack. Yes, sir. The distances—well, first you get cheaper cost 
operating with electricity, which is true from Stamford to New York. 
They get a much better load. They carry, as a rule, 16 cars and they 
are seated 5 abreast, 3 and 2 as against the old cars. 
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Mr. Harz. What is the answer if you live in Dedham or Hingham ? 

Mr. Stack. I do live in Hingham. 

Mr. Hate. Or Scituate? What do you do? 

Mr. Srack. I live in Hmgham and my property has already suf- 
fered 40 percent depreciation by reason of all this talk before we cut 
it off. The effects will be disastrous. 

Mr. Hate. Yes, but are you advocating that the commuter service 
from Boston to Hingham on the New Haven be abolished ? 

Mr. Srack. If you are going to loan the New Haven any money, 
yes, sir, because the New Haven can never repay your loan. 

Mr. Hare. What? 

Mr. Strack. I do not see the New Haven will ever repay a loan if 
you make it, unless they can abolish that commutation service. That 
road cannot lose $4 million a year in Boston alone and be a good 
credit risk. 

Mr. Hate. All right. But what is your solution for the people who 
live in Hingham and Scituate and Dedham and Charles River Village 
and what not ? 

Mr. Strack. Mr. Hale, I wish I could answer you. I first came to 
Washington in 1939 about the old Colony commutation. I was on’the 
Hingham Transportation Committee until 2 years ago, when I went on 
the New Haven board and had to resign. I have struggled with that 
problem for 19 years, and I have not the slightest idea what the result 
will be or how it will be met. 

Now the best suggestion I have seen up there is for the Massachusetts 
Transit Authority to take over the road and operate it. That is the 
rapid transit system within the city of Boston, and I think 16 other 
towns. The New Haven Railroad has offered them the right-of-way 
down to Braintree for nothing—not $314 million, which Central got 


for the Highland Branch. “We will give it to them, they may have it, . 


provided they will let us run the freight trains on that at night—we 
will give it to them for free.” 

Mr. Macpona.p. I think it should be noted that the MTA deficit is 
astronomical already 

Mr. Strack. $13 million. 

Mr. Macponaup. And that the cities and towns outside the MTA 
system do not want to come in it because they get taxed for their share, 
which is not truly their share. 

Mr. Strack. The city of Quincy voted 9 to 1 refusing to go into the 
MTA asa whole. They are now offering to take the track from the 
MTA down through Quincy and Braintree and operate it as a sepa- 
rate authority. I think that is the only solution, Mr. Congressman. 

I have spent, as I say, 19 years on it, but I just cannot answer you 
firmly. 

Mr. Hater. Is the MTA deficit increasing or diminishing ? 

Mr. Strack. Every year it increases. It was $13 million last year, 
$11 million—was it, Mr. Whittemore?—for the year before. It has 
been going up at the rate of roughly $1 million a year. 

Mr. Hate. Does the general taxpayer make good that deficit, or the 
residents of the particular area ? 

Mr. Strack. The taxpayers. 

Mr. Macpona.p. Within a certain area of greater Boston only. 

Mr. Hater. The taxpayers in Springfield do not make up for it? 

Mr. Macponap. No, sir. 
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Mr. Stack. No, sir, it is just those served, 16 of them. 

Mr. Macponawp. That is why no one wants to be served by the MTA. 

Mr. Sracx. He is right. It is the only solution, apparently, and yet 
they do not want it. 

Mr. Macponatp. Would you yield, Mr. Hale? 

Mr. Haute. And no one wants the only solution there is? 

Mr. Strack. That is right. 

Mr. Macponaxp. Because not everyone is convinced it is the only 
solution. But I am very interested, since this gentleman is an expert 
on transportation in Greater Boston, why the people of Newton and 
Brookline refused to let the Massachusetts Turnpike come along the 
Boston & Albany ¢ 

Mr. Srack. Well, they wanted to keep the railroad, Mr. Macdonald. 

Mr. Macponap. But if the railroad was not giving them the service 
it should, and if the Boston & Albany said they could not continue 
the service, what would make the transportation experts and financial 
experts say they should not have it ? 

r. Stack. I think the mayor is the chief—well, he has all his people 
behind him, all his voters, I must confess, but they do not think the 
service of the MTA would be satisfactory. 

Mr. Macponap. This is rapid transit which you are just talking 
about. If itis the solution on the South Shore, why doesn’t it work in 
the‘Newton area ? 

Mr. Srack. I do not know. Quincy and Newton are diametrically 
opposite on the thing. I think the mayor of Newton feels if he runs 
into, I think it is Kenmore Square, and then goes underground, stop- 
ping every couple hundred yards, his people would be delayed quite 
a bit in getting to and from work. 

Mr. Macpona.p. Excuse me, I did not mean to get into a discussion 
on Boston transportation. 

The Cyaan. It is interesting because I can see you have quite 
a problem. 

Mr. Hate. It is interesting to me, Mr. Stack, because I used to live 
in Boston and I know something about the area. 

Mr. Strack. Well, it is certainly my problem because I live in 
Hingham. 

Mr, Hare. And also, of course, it is typical of commuter problems 
all over the country. 

Mr. Srack. It 1s typical, I should say, for Los Angeles and any- 
where in the country. There is no way to get to work in Los Angeles 
except hitchhiking over the highways. 

The Cuarrman. Let me interject something. We talked about a 
comparison with Russia awhile ago, how they do things, and Mr. 
Macdonald will bear me out on this statement, that we saw there 
undoubtedly the most efficient, high-class operated subway system 
that I have ever seen in my life. And now, of course, cost does not 
mean anything to their system, and I do not suppose by any stretch 
of the imagination you could say that that system was financially 
sound. But I will tell you one thing, they are getting the business 
and they are really getting a lot of it. And you have to run to get in 
with all that crowd riding. And I am not sure but they have, in my 
opinion, excelled on the subway operation and such commuter service. 

Mr. Sracx. The counterpart, I suppose, on this continent, Mr. 
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Chairman, is Toronto. They were very, very late, as is Montreal, and 
Los Angeles, in arranging for any mass transportation. They finally 
took the bull by the horns about 6 or 7 years ago and planned to spend 
$60 million for a good subway system. They wound up spendin 
$400 million, but it is an excellent one, and they now plan to exten 
it out west. 

The Cuarrman. And is it paying, do you know? 

Mr. Wuirremore. Yes; they are covering their operating expenses. 

The Cuarrman. What about repaying the capital expenditures ? 

Mr. Strack. Through faith and credit bonds so the taxpayers are 
stuck for the repayment. 

Now Montreal is going through the same throes, but they are willing 
to really tackle the thing head on. And if you have been there of late, 
St. Catherine or some of those streets, you can see the trollies lined 
up for 10 blocks, one against the other, at commutation time. Now 
they are going to buses, which to my mind is going to make it worse. 

The Cuarrman. Well we have been through some of the local prob- 
lems here in the District, on which we had hearings in this committee 
2 or 3 years ago. You probably remember something about that. Some 
of these days some such program is going to have to be provided right 
here in the city of Washington. 

Mr. Stack. Yes, sir. Or else you are going to decentralize as Los 
Angeles did, and the downtown values are gone. 

The CHarrMan. Well let me thank you on behalf of the committee 
for your appearance here today. 

Mr. Srack. Thank you very much for your consideration, sir. 

The Crarmrman. The committee will adjourn until 10:30 in the 
morning in this same room. We will hear from Mr. Jim Fort, repre- 
senting the trucking industry, and General Doyle of the independent 
airlines. 

(Whereupon, at 5:15 p. m., the committee was adjourned, to recon- 
vene at 10: 30. a.m. Wednesday, May 7, 1958.) 
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WEDNESDAY, MAY 7, 1958 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON TRANSPORTATION AND COMMUNICATIONS, 
OF THE COMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 10:30 a. m., pursuant to recess, in room 
1302, New House Office Building, Hon. Oren Harris (chairman) 
presiding. 

The Cuarrman. The committee will come to order. 

The first witness this morning will be Mr. James F. Fort, assistant 
to general counsel, American Trucking Associations. Mr. Fort. 


STATEMENT OF JAMES F. FORT, ASSISTANT TO GENERAL COUNSEL, 
AMERICAN TRUCKING ASSOCIATIONS 


Mr. Forr. Mr. Chairman, members of the subcommittee, my name 
ig James F. Fort. Iam assistant to the general counsel of the Ameri- 
ean Trucking Associations, with oflices at 1424 16th Street NW. 

Mr. Chairman, I have no prepared statement this morning and my 
remarks will be very brief. 

The American T rucking Associations favors the bill which is before 
the subcommittee today in principal with one amendment which I 
will mention in just a moment. We feel that during any period of 
recession it is inevitable that all carriers of all types will have-a 
fall-off in revenue and during such a period trucks, particularly those 
in an area such as the industrial East, are among the first to feel 
the effects of such a recession. They are hurt early when production 
begins to be cut down. 

Mr. Chairman, the one amendment which the American Trucking 
Associations would propose to you is that the scope of the bill be 
extended to include contract carriers. It presently goes only to 
common carriers. Our contract carriers have requested and we are 
here today to advocate to you that the bill be extended to include 
also contract motor carriers. 

Mr. Chairman, we can submit, if you desire, additional data which 
we have not as yet completely compiled relating to the subject of 
the effect of this bill on the trucking industry. 

That completes the brief statement that I wish to make, Mr. 
Chairman. 

The Cuarrman. Thank you, very much. It was a brief statement; 
however, a lot was said in that very short statement. 

Mr. Rogers? 

Mr. Rogers. Just one or two questions. 
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Mr. Fort, in your common-carrier category of trucks how many of 
those go out of Saaiieee each year? 

Mr. Forr. I can supply the figure, I believe, Mr. Rogers; however, 
I do not have it with me at the instant. I will be glad to supply 
it for the record. 

Mr. Rogers. Are there quite a few? It seems to me that there was 
some testimony some time back which indicated that were quite a 
few that go out of business. 

Mr. Forr. There has been, among the common-carrier family, a 
steady lessening of the number of common carriers in existence, that 
is regulated common carriers or certificated by the ICC. This has 
been in part due to simply going out of business and part due to 
mergers of existing carriers. I do not have the figures before me 
today on that. 

Mr. Rocers. Are you experiencing tremendous difficulty at the 
present time in obtaining financial assistance to meet you needs. 

Mr. Fort. There has been no general outcry in the industry to 
that effect, sir. 

We would like very much to be included within the provisions of 
the bill and we are included as it is written. There is no pressin 
need among the industry as of this instance that we have heard of. 
Tiiere is, I might add, more of a need in the same area as was repre- 
sented by the rail witnesses yesterday, that is in the industrial Kast 
we are in an extremely tight competitive situation there, and the fixed 
needs of carriers in that area are greater just as they are in the rail- 
road industry in that area. 

Mr. Rocers. You then want the license to use Government credit 
although you hope you will not need to do it? 

Mr. Forr. That is correct, sir. 

Mr. Rogers. Now, why do you want the contract carriers in? 

Mr. Fort. Well, sir, contract carriers in the trucking industry are 
a peculiar feature of the trucking industry in that they are in one 
respect a substitute for private carriage. They individually serve 
only a limited number of shippers, but they are a very substantial 
segment of the trucking industry and they desire to be included 
within the provisions of the bill. 

Mr. Rogers. That is all, Mr. Chairman. Thank you. 

‘The.Cuarrman. Mr. Hale? 

(Mr. Hare. I must say, Mr. Fort, I am not impressed with the 
necessity of aiding contract carriers. Why should we aid contract 
carriers? The common carrier has an obligation, has an obligation to 
the public. The contract carrier has no obligation to the public. 

Mr. Fort. They still, sir, are feeling the pinch of the recession, 
and it is our understanding that this is an emergency measure. 

Mr. Hatz. Everybody feels the pinch of the recession, but have 
you not got to stop somewhere ? 

Mr. Forr. Yes, sir, of course you do. It could not be extended, 
or is not contemplated to be extended, to the entire industry. 

I would like, with the chairman’s permission, to perhaps submit 
additional data if I can obtain some from the contract-carrier truckers 
within our industry. I have not received any material from them, 
and I would like the opportunity to submit some data on contract 
carriers and the reasons why they feel they should be included, 
if I may, sir. 
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Mr. Hate. If the Government has to guarantee the obligations of 
contract. carriers, I do not know why they would not have to agree 
to guarantee the obligations of private carriers. That doesn’t appeal 
to me much now. 

The Cuarrman. Mr. Flynt? Was that all, Mr. Hale? 

Mr. Hatz. Yes. 

The Caarrman. Mr. Flynt. 

Mr. Fiynvt. Mr. Fort, in line with that question just asked, in what 
way would the public interest be served by extending this provision 
of law of proposed legislation to include contract carriers ? 

Mr. Forr. In that the contract carrier is a definite segment and 
essential part of the transportation industry, particularly of the 
motor carrier industry, ia ta the interest. of preserving a sound 
transportation industry, we feel that they should be included, sir. 

Mr. Fuiynr. And yet the public generally derives no benefit from 
the availability of services of contract carriers, does it? 

Mr. Forr. He has no obligation to serve the public, but he is avail- 
able to serve the public if any particular shipper desires to use his 
service. 

Mr. Fiynvt. But there is no requirement that his services be util- 
ized for the public interest ? 

Mr. Forr. That is correct. He is not held out to the public. He 
does not hold himself out to the public as a common carrier does. 

Mr. Frynr. Do you not believe that if contract carriers were in- 
cluded in this proposed legislation Pandora’s box would be opened 
to almost.every field of industry and economic indulgence ? 

Mr. Forr. I think, sir, we can distinguish contract carriage as a 
part of the trucking industry and as a part of the transportation field 
to the extent that it should perhaps be included within the bill. 

Mr. Fiynr. Do you propose to elaborate on that this morning or 
to submit additional data ? 

Mr. Forr. With the chairman’s permission I would like to submit 
some additional data. 

The CHarrman. You may have the permission to submit additional 
data. 

Mr. Derounian ? 

Mr. DrrounrAn. No questions. 

The Cuarrman. Mr. Younger? 

Mr. Youncer. No questions. 

The CHarrmMan. I am solicitous, of course, of the contract. carriers. 
I think they render a very valuable service in our transportation sys- 
tem, but you realize we also have a problem. We do not want to tie 
something onto this bill that will be a drag on it. It will be difficult 
enough to accomplish the purposes of it without adding anything 
else that will make it more difficult. You are familiar with the fact 
that the Senate committee apparently wants to limit it to just the 
railroads? 

Mr. Fort. Yes, sir; I am. 

The Cuatmrman. We felt that in order to avoid the complaints: or 
the attacks that might be made that this was just an effort. to 
strengthen one mode of common carriers, it was better to put it across 
the board. We did not have any information that it was actually 
needed among the other modes of common carriers, no need that has 
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actually been shown, but we did think that since we are dealing with 
common carriers that we should not just single out one type of com- 
con carrier against the possibility of the need of other common car- 
riers and broaden it to that extent as a matter of policy. 

Just where we will be, as Mr. Flynt said, if we start opening up 
the box on this thing, I just do not know. I am afraid we would be 
getting ourselves into a lot of trouble, very frankly. You understand 
that, do you not ? 

Mr. Forr. I appreciate that well, sir. 

The Cuarrman. Well, if the committtee were to decide that it might 
be too much of a drag and would probably be a stumbling block and 
did not go along with including the contract carriers, would that in 
any way affect the support that your organization would give to it# 

Mr. kort. I would hesitate to answer, sir. 

The CHarrmMan. I am just being practical, and I want you to 
be practical. 

Mr. Forr. Any answer I would give to that would have to be a 
personal one since we are, of course, acting under the direction of our 
controlling truck operators and as staff personnel, my answer would 
not be controlling. I would rather not answer, if the chairman does 
not mind. 

The Crarrman. I appreciate that. In the consideration of the 
problem, I hope you will understand we may have some difficulty,as 
we proceed of including other modes of common carriers. 

Mr. Fort. I appreciate that, sir. 

The Cuarrman. As you know, this hearing has been much broader 
than just this one particular bill that we have under consideration at 
the moment, because we have had all these various proposals under 
consideration, too. I wanted to ask you about the proposed recom- 
mendation of the Senate committee—I believe it 1s No. 3—which 
reads: 

In a proceedings involving competition with other modes of transportation 
the Commission in determining whether the rail rate is lower than a reasonable 
minimum rate shall consider the fact and circumstances attending the move- 
ments of traffic by railroads and not by such other mode. 

Could you give the committee the benefit of your thinking or posi- 
tion of the American Trucking Associations on that proposed change 
in ratemaking ? 

Mr. Fort. Mr. Chairman, Mr. James F. Pinkney, the general coun- 
sel of the American Trucking Associations, is with me today and with 
your permission I would like to ask Mr. Pinkney to come forward at 
this time and perhaps he would like to discuss that aspect of it. 

The CHarrman. He may do so. 

Off the record. 

(Discussion off the record.) 

The Cuarrman. On the record. 

Mr. Prnxney. Mr. Chairman, my name is James F. Pinkney. | 
am general counsel of the American Trucking Associations. 

The CuHatrmMan. You heard the question ? 

Mr. Prnxney. I heard the question, sir. 

The American Trucking Associations has had this particular pro- 
posal before it for consideration for a few days since the report of 
the committee came out. We had an executive committee meeting 
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which considered the matter on Monday of this week, and the matter 
is still under study. 

The Cyatrman. You may submit it to the committee. 

Mr. Prnxney. I would like to have the opportunity to present it 
accurately in the record. 

The CHarrman. You may do so. 

(The information referred to follows :) 


EXECUTIVE COMMITTEE RESOLUTION, AMERICAN TRUCKING ASSOCIATIONS, INC., 
WASHINGTON, D. C. 


(Passed unanimously May 5, 1958) 


Whereas several proposed amendments to the Interstate Commerce Act would 
change the ratemaking rule; and whereas such changes would tend to allow 
unfair and destructive competitive practices and ultimately result in lessened 
competition and tend to create monopoly in for-hire transportation, and 

Whereas other proposed changes would write into the law certain “shall nots” 
which have been widely condemned as a violation of the principles of the anti- 
trust laws : Now, therefore, be it 

Resolved, That the ATA executive committee, in the interest of shippers and 
receivers of freight, and of the general public in a sound transportation system 
reaffirms its opposition to any change in the Interstate Commerce Act which 
would weaken the position of competitive transportation agencies in competi- 
tive ratemaking. 

Mr. Pinxney. The trucking industry continues to take the position 
that there should be no change in the rules of ratemaking which would 
operate to upset the complete competitive structure in the country; 
in other words, our position at the moment is that we are opposed 
to changes in the rules of ratemaking for the same reasons advanced 
by us at some length in the hearings on the so-called three shall-not 
legislation. 

We are not in a position at the moment, sir, to present a full analy- 
sis and case against this particular proposal or any other similar pro- 
posal. As I say, the matter will continue to be under study. As of 
the moment, our position is just as it was 2 years ago, that we fear 
very much that any change in the rule of ratemaking might be de- 
structive of our present national transportation system. 

I might say that we feel in connection with the present serious 
plight of the railroads that it has not been caused by the competitive 
situation. We think the primary causes lie elsewhere. As the testi- 
mony before this committee has demonstrated, the passenger deficit 
problem and the problem of the current recession are the primary 
causes. Wethink that probably the primary problem of the railroads 
today is the passenger-deficit problem and other related problems, not 
the competitive situation. 

I will go further and state that as of this moment we would be op- 
posed to the language that you have just suggested. 

The CratrmMan. It was my understanding or, at least, I had some 
information that this letter had been discussed with your organiza- 
tion by the Senate committee and there was some hope, at least, that 
there would be a meeting of the minds on this modification. 

Mr. Prnxney. Mr. Chairman, the chairman of the Senate subcom- 
mittee had some of us over in his office a week or so ago—last week— 
to discuss certain proposals that were then being contemplated by 
the Senate committee, which were, I might say, quite drastic, and we 
took a position that we could not.sabscribe to that particular provision. 
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That led to further conversations and we were at that time exploring 
with the Chairman of the Senate committee and he had us discussing 
with some of the railroad people other language. There was no agree- 
ment reached as to language. I want to make that point very.clear, 
and that I think should be understood by all. There was no agree- 
ment reached but, apparently, the Senate subcommittee, feeling that 
it had to move, proceeded to issue its report with the language you 
have just quoted. That language has been examined by our people 
and, as of the moment, as I say, we are in opposition to it, beheving 
as we do that it contains at least the first of the 3 shall-nots and ele- 
ments of the other 2. 

As you also know, I think that the recent report of the Commerce 
Department has very clearly demonstrated the fallacy in the three 
shall-not proposals. In substance they stated that they thought. they 
had gone too far in their report. and they felt that if the three shall- 
nots were put in the law, and I quote, 

The Commission would appear helpless to prevent practices by carriers which 
could be stopped under the antitrust laws if the competitors were not. carriers. 

I am not prepared to argue that particular point in detail. I be- 
lieve it to be a sound point, however. 

We feel that this new proposal contains, as I said, at least. the first 
of the three shall-nots and elements of the others in that. it deprives 
the Commission of the oportunity to examine all of the facts before 
it in a competitive rate case. 

We also feel that that. language is extremely difficult to interpret. 
It is impossible to say at this moment exactly what its effect. would 
be, but our analysis would indicate that it would probably be hurtful 
to the transportation system. 

The CHamman. Now, Mr. Pinkney, in your discussion with the 
Senate committee and other carriers, did you reach any general agree- 
ment as to policy or did you have any understanding as to policy? 

Mr. Pryxney. I would not say that we did, Mr. Chairman. 

The Carman. But you would not say that you did not? 

Mr. Prnxney. I will put it this way: 1 announced at the time we 
had our conversations with the railroad people, at the beginning of 
that particular session with several lawyers from both sides present, 
that there could not possibly be any agreement because we were not 
in a position to reach an agreement, that we would have to take the 
matter back to our principals. I stated at the conclusion of that dis- 
cussion that any language that we might have worked toward that 
day could not be considered an agreement. We had several. pro- 
posals we were toying with, and I don’t think there was complete 
agreement among even the lawyers present, but. certainly those lawyers 
present all understood I had no authority to reach any agreement 
on this thing. We were trying to seek some common ground to stand 
Tobia cane ' 

The Cuatrman. Are you still pursuing that policy of trying to 
reach a common ground ? 

Mr. Pinkney. I would say “Yes.” I think that there is a great 
deal of thought being given probably on both sides to discovering 
some such ground. 

The Cuamman. Is your organization considering the matter now ? 
Have you got it under consideration to present to your group? 
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Mr. Pinkney. We have no specific proposal under consideration to 
present to our group at the moment. Our group spoke on Monday 
when the executive committee was here and certainly our group has 
not, I am sure, a closed mind on the thing, and if language could be 
found that would clear up some of the apparent misunderstandings 
about the matter, I am sure our group would be receptive to it. 

The Cuarrman. What I was trying to get at if such was going to 
be done I wondered how long it was going to take before we could 
get a report. 

Mr. Prnxney. I am just unable to answer that one, sir, on that 
particular question. 

The Cuatrman. There is quite a lot of thinking to the effect that 
there should be something done to clear up the present situation be- 

sause there is entirely too much controversy over the present situa- 
tion. I think if these controversies keep on within the common- 
varrier field, the public is not benefiting by it. If there is some 
way there could be a common understanding, it would certainly be 
helpful to the entire picture. 

Mr. Pinkney. I quite agree, sir, and I think it would be well if we 
could stop the controversy. 

Let me point out on the other side, sir, that there has been a great 
deal of agreement reached. I mean, ona ‘large part, for ex: ample, the 
program “advanced by Senator Smathers, I ‘might say with the sole 
exception of this issue, we have reached a basic agreement on matters 
of controversy. The highly controversial thing still remains, of 
course, any change in the rule of ratemaking which would weaken 
the C ommission’s present power to look at all of the facts in deter- 
mining what is a reasonable minimum rate. 

The CHatrman. What do you think about the proposal that was 
made by the Secretary of Commerce last week ? 

Mr. Pryxney. I am not sure that I fully understand it, Mr. Chair- 
man. 

The CHarrman. I am not either, that I understand it. 

Mr. Pinkney. But from conversations that I have had, I 
gathered—and I could be making an error on this—that that idea 
would be more to let the current operations of the enforcement of the 
antitrust laws apply in the transportation field but I gather that 
under it the carriers would do pretty much as they wished and if they 
overstepped, then the Government, the Interstate Commerce Com- 
mission might step in and correct the situation. We think that would 
be rather dangerous in transportation to have it that way. We would 
rather have the Commission be in a position to look at the proposals 
before they become effective and perhaps disastrous. I am just not 
in a position to discuss that particular proposal. I thoroughly agree 
with their analysis of the three shall-nots, that they would be very 
bad. They have reversed their field entirely, of course, on that par- 
ticular proposal. Therefore, anything that contains that same 
philosophy of putting blinders on the Commission so that it cannot 
look at the facts in the competitive picture must be very carefully 
scrutinized and we have had many of our lawyers working on that 
almost day and night for the past week. 

The Cuatrman. Does your association, Mr. Pinkney, pursue the 
course that a rate to a given mode of transportation should be at a 
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certain level solely because to give a better rate to the general public 
that it might interfere with the sound operation of some other mode ? 

Mr. Pinkney. I would not say so. 

The Cuarman. Well, now, that is the contention, and I think it is 
a bad situation, and I don’t see how anyone could pursue that course ; 
in other words, if a carrier can provide a fully compensatory rate 
where the public would get the benefit of it. 

Mr. Prnxney. We would have absolutely no objection to that, fully 
compensatory rate. 

The Cuarrman. All right; of course, we have only one problem 
with that, what is “fully compensatory.” 

Mr. Pinkney. Yes, sir. 

The Cuarrman. If everybody can agree on what that is, why, the 
whole matter is solved with the ingenuity of the statements that have 
just been developed between you and me here. But how can that be 
done? 

Mr. Pinkney. Well, unfortunately, in our past experience with 
this problem, the proposals have all been to free competitive rates so 
that they might gravitate down to out-of-pocket cost levels or lower, 
and I think therein lies the trouble. All of the proposals would have 
permitted that. 

The Cuatrman. But if it were fully compensatory, that could not 
happen. 

Mr. Prnxney. I do not think it could happen. But let me say that 
the fully compensatory level of rates is not a standard that I would 
like to see applied to all rates. I must admit that, because there are 
many traffics, such as those of agriculture, which under the Hoke- 
Smith resolution, the Commission is told should be moved at the 
lowest possible level consistent with the maintenance of a sound trans- 
portation system and so you must have, in our present ratemaking 
scheme under which this country has grown great (and under which 
we have the greatest transportation system, of course, in the world) 
we have a system whereby the more highly valued commodities take 
a higher rate per pound than, let us say, the lower valued commodi- 
ties; otherwise, the latter could not move. 

The CHarrman. Let us see if we can understand each other. You 
agree with me, then, that carrier A should not be required to main- 
tain a high rate to the public solely because carrier B must stay in 
business ? 

Mr. Pinxney. I think I agree with that; yes. 

The Cuarrman. That seems to me, then, an emphatic and definite 
statement as to policy that we might try to work toward. If it can 
be done, why then, maybe we can do something to alleviate this con- 
tinuous quarrel and fussing that is going on. 

Did not the water carriers come up with some kind of a proposi- 
tion ? 

Mr. Prnxney. Not that I know of, sir. 

The Cuatrman. Someone told me that they had some kind of a 
proposal that they suggested. 

Mr. Pinkney. I know of no specific proposal or even general pro- 
posal that has been made by them to date. That may have happened: 
I just don’t know. 
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The Cuarrman, I think everybody together is doing a pretty good 
job in trying to work out some knotty problems that have been facing 
us for a good many years. I think a number of these things which 
are necessary have been pretty well worked out. 

With few exceptions this seems to be the only real knotty problem 

that has not been fairly well resolved or, at least, to a point that we 

can get something done. 1, as one here, now am asking not only 
you but everybody to do a little soul searching and see if we cannot 
come up with something on this, because I think the brains and the 
ingenuity of those in the transportation business of this country is 
sufficient to finally work out in the interest of the general public 
any problem that 1s necessary. 

Your organization and the Interstate Commerce Commission, in- 
sofar as we have been able to understand, are about the only ones 
that take the position that the present situation should not be dis- 
turbed. You see the publicity and the actions of the—we will go back 
to the President’s Cabinet Commitee report and the administration 
itself and the Department of Commerce, and the trade papers and 
the publicity that you have seen all over the country and all, so there 
must be something, there must be a problem there that can be resolved 
What we would like to do is to have you people who know this busi- 
ness and know it from A to Z to try to help us work out this one re- 
maining real knotty problem and see if we cannot get together on it. 

Mr. Pinkney. We will, Mr. Chairman. May x say that we will 
certainly continue to try to do that. We are dealing with a tremend- 
ously delicate and complex thing in our rate sy stem. So far the pro- 
posal that has been advanced by the railroads here before this com- 
mittee and at length before the Senate committee has been the three 
shall-not proposals, 

The Cuarrman. Yes, I know. 

Mr. Pinkney. I would like to state for the record that I believe the 
record will show that all of the transportation agencies, the air car- 
riers I do not think were involved, I believe you will find the freight 
forwarders, the water carriers, motor carriers, most, if not all of the 
big farm organizations, opposed to the three shall-not proposals, and, 
of course, it has now been conclusively, it seems to me, shot down by 
the Department of Commerce’s most recent report, and anything 
that contains an element of that is dangerous. 

The Cuarrman. Let me say right there, I agree that that has been 
the result with reference to the action of the Department of Com- 
merce, but you have also got to remember that, apparently, the De- 
partment of Commerce has been on and off of this thing and they 
still come back, recognizing that there is something there, a problem 
there, that something ought to be done. 

If they do that just because they say that the three shall-nots is 
not the answer to it, that does not mean to say that they take the 
position that there is not a real problem there that should not be 
worked out some way. You talk about delicate and sensitive. This 
committee is getting fairly used to dealing with the delicate and sensi- 
tive problems. I guess this will not be an exception. Maybe if we 
will all just put our best to it, something can come up. 

Mr. Pinkney. Yes, sir; and might I conclude by stating that there 
are many, many areas of tremendous importance in which we are 
agreed in this thing. It would be my feeling that the committee 
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might well proceed to act on those, but on this one I think the com- 
mittee should proceed rather cautiously and I would strongly urge— 
I am taken somewhat by surprise as of yesterday that this committee 
was going so deeply into these other proposals that came up in the 
Smathers committee—I would urge that an opportunity be given at 
some later date, and I don’t mean a long way off, to more fully discuss 
this particular proposal and any others that we may find to discuss 
between now and the time any such hearings would take place. 

The Cuarrman. I cannot understand your surprise. This commit- 
tee has had these problems now since 1955, and we have had packaged 
bills, and we have had bills broken down. We have bills on this par- 
ticular problem of ratemaking and many others, many of them on 
which hearings have been held. Some have been passed out of the 
committee and are law. Others announced last year would be brought 
to our attention this year. I do not see the pleading of any surprise 
here is of any value. 

Mr. Pinkney. But the only bill, I believe, sir, that is actually before 
the Congress is the one proposing the three shall-nots, as far as a bill 
isconcerned. That is the only bill that I know of. 

The Cuarrman. Of course, that is true, but that is the problem, 
that is something. You do not necessarily say that because a bill is 
presented on a problem that that particular language is it, but it is 
the problem we go into just like we are going into these things now. 

Mr. Pryxney. Perhaps, I have been remiss. 

The Cuarrman. No, you have been very vocal on your opposition 
to the three shall-nots. What we are trying to do now is see if there 
is acommon ground somewhere on the same problem. 

Mr. Prnxney. Yes, sir. 

The Cuarrman. Thank you very much. You, too, Mr. Fort. 

Mr. Hale? 

Mr. Harr. Mr. Pinkney, suppose this committee reported out a bill 
along the general lines of H. R. 11527, making it applicable only to 
railways, with the idea that, by so doing, we might prevent the bank- 
ruptcy of 7 or 8, or maybe more, large railroads, would your associa- 
tion attack that bill ? 

Mr. Pinkney. I do not think so, sir. 

Mr. Hare. Your association does not want railroads to go bank- 
rupt, does it ? 

r. Pinkney. Of course not. 

The Cuarrman. Not all of them, anyway. 

Mr. Harz. Do you want a few railroads to go bankrupt ? 

Mr. Pinkney. No, sir. 

Mr. Hate. I remember at the hearings 2 or 3 years ago, I suggested 
that it would be fair if the trucking industry assumed the passenger 
deficit of the railroads. I think I went too far with that suggestion. 
If they assumed half of the passenger deficit of the railroads, that 
would, at least, equalize the competition. 

Mr. Pinkney. You are assuming, sir, that passenger deficit is a 
necessary evil, I take it. We do not feel that way about it at all. We 
do not see why you should injure, possibly injure, your transportation 
structure for the sole purpose of trying to preserve a deficit-type 
service. 

Mr. Hare. What is your solution to the problem ? 
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Mr. Pinxney. The solution, as I stated to you, Mr. Hale, a year 
or so back, I have no solution to it. It is a tremendously difficult 
problem; the commuter problem of the railroads, particularly the 
New York Central and the Pennsylvania Railroads, is a tremen- 
dously difficult problem. I completely agree with the analysis in the 
Senate subcommittee’s report that that, however, is a local problem 
which must be solved at the local level. You cannot penalize your 
shippers all over the country in order to take care of what is a local 
problem in those big metropolitan areas, serious though it might be, 
but it must be solved loc ‘ally. With respect to the passenger problem, 
in general, the railroads have been, undoubtedly, under some dis- 
advantages in attempting to do away with unprofitable service. I 
think they have a proposal before you, to which we certainly have 
no opposition, which would give greater power to the Interstate Com- 
merce Commission to deal with the discontinuance of the unprofitable 
trains. 

Our witness, Mr. John Turney, over before the Senate committee, 
advanced the idea that about half of the passenger deficit might be 
done away with if the railroads, like the airlines, would do away with 
the plush type of service they are trying to offer, including the 
dining-car service. I think his testimony was that several hundred 
million dollars of the deficit might be eliminated there, leaving essen- 
tial passenger service intact to the extent that it is needed, but, aside 
from that, I have no suggestions to offer, sir. 

Mr. Hate. Would you suggest that the railways inaugurate bucket 
seats? 

Mr. Pinkney. No, sir; neither do the airlines use them any more, 
I am os to report. 

Mr. Har kz. I do not quite know what you mean by the “luxury type 
of service.” As a matter of fact, when I travel on railroads, I do not 
think it is very luxurious, as a rule; I mean the railroad coach. 

Mr. Pinkney. But I am not an expert in railroading, Mr. Hale. 
[ am not an expert in the passenger sneiienh, I do know that it causes 
a great deal of trouble. I do know that it is the cause, or the principal 

cause, of the present railroad plight. I do not think that it would be 
sound to cause your shippers of America throughout to have to con- 
tinue to subsidize a deficit-type service like that, but, other than the 
suggestions that we have made heretofore, coming from persons not 
too familiar with the problem, I have nothing else to suggest. 

Mr. Har. You have no responsibility in that field, but the com- 
mittee has. 

The Cuarrman. Mr. Flynt. 

Mr. Fiynv. I have a question I would like to ask Mr. Fort. I have 
seen you present during the hearings this week and, also, most of the 
preceding days. Iam sure you have listened to the very dark picture 
painted by, among others, Mr. Patrick McGinnis in his testimony yes- 
terday. [ wonder if you share his apprehension that the railroad 
which he heads, and the six additional railroads for whom he stated 
he was spokesman on yesterday, might go into bankruptcy during 

calendar year 1958. 

Mr. Forr. We certainly share his apprehension, I, of course, am in 
no position to speak as to the financial picture of the bone and marrow 
of the railroads for which he spoke, but we do fear, and we would 
not hke to see, any railroad in bankruptcy. 
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Mr. Fiynv. I wonder if you share the apprehension that the bank- 
ruptcy of any 1 of those 7, let alone all 7, might set off a chain 
reaction which ¢ ‘ould be dev astating to the entire railroad industr y, the 
entire transportation industry, and, indeed, to the entire economy of 
our country. 

Mr. Forr. I believe that is quite possible. 

Mr. Frynr. So far as, in your official capacity, you are able to 
testify, in line with the suggestion raised a moment ago by our chair- 
man, Mr. Harris, do you feel that it is vitally necessary ‘that a com- 
mon ground upon which to plant a new transportation policy be 
immediately forthcoming ? 

Mr. Fort. A new eround on which to plant 

Mr. Frynr. A common ground, one that every mode of transporta- 
tion can live with and flourish? 

Mr. Forr. Sir, I think that you will find that the elimination of 
mea deficit and a curing of the current recession will put the 

transportation industry on a par right now. I think that there is a 
common ground under the present national transportation policy 

Now, there are, perhaps, those 2 items, or those 2 principal items, 
the passenger deficit and the current recession, which have put the 
railroads, particularly, into an extremely precarious position. Re- 
move those, and I believe you have your common ground, 

Mr. Fiynr. Of course, you refer to this tremendous passenger 
deficit cited yesterday by Mr. Perlman and Mr. Symes, where, depend- 
ing upon which formula is applied, the passenger deficits for 2 rail- 
roads alone rank from $53 million to, I think, $78 million annually, 
respectively, for those 2 railroads? 

Mr. Forr. That is correct, sir. It is, roughly, $750 million. 

Mr. Frynt. For the industry ? 

Mr. Forr. For the industry; for the class I. 

Mr. Fiynv. That, of course, was included in Mr. Loomis’ statement 
yesterday, I believe. Are you prepared to make any specific recom- 
mendations in any statements which you may subsequently submit 
with the idea of working out a statement of national policy on trans- 
portation which would provide the elimination of the passenger defi- 
cits to which you referred, that is, to the railroads, of course, not of 
your own industry ? 

Mr. Forr. As Mr. Pinkney has just pointed out, the trucking in- 
dustry, certainly, has no objection and has gone right along with the 
‘ail proposal that the ICC be given greater power in the area of dis- 
continuance of unprofitable rail-passenger service. Now, that is their 
proposal to cure their own difficulty in the passenger-deficit field, and 
we are in complete agreement with them on it. 

The Cuamman. Thank you, again, 

Mr. Prnxney. Mr. Chairman, may I comment on Mr. Flynt’s 
question for just a moment? 

The Cuarman. Certainly. 

Mr. Pinkney. We definitely do not see any requirement to change 
the present national transportation policy which starts the act. We 
think the principles laid down in there are sound and equitable. That 
policy was written by the railroads, by a group of railroadmen, prim- 
arily, back in 1940. It was reindorsed by them as late as 1954 as being 
one of the finest expressions of transport ation policy ever written. 
That is in your record from past hearings. 
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The Cuarrman. I think Mr. Flynt had in mind, Mr. Pinkney, with 
reference to the policy, not necessarily changing ‘what is referred to 
as the transportation policy of 1940, but the policy as proposed giving 
the ICC greater authority 

Mr. Pinkney. I see, sir. 

The Cuarrman. To eliminate certain deficits in the passenger busi- 
ness and so forth. That is ane way I understood the question. 

Mr. Pinkney. Yes, sir; I did want to make it clear, sir, we feel 
very strongly that the national transportation policy is a sound policy 
under which our present transportation has grown. 

The CHarrman. I believe it is, but on the other hand I am also of 
the opinion that the Commission on some occasions when it cannot find 
other provisions in the act to justify their decision will go back and 
decide it on the transportation policy alone. Now, they say they do 
not. I have had information given to me and nobody can find any- 
thing in the provisions of the ‘act at all under which they could base 
certain deci ‘isions, and that has to do with routing the transportation 
in a certain way. They say not. I have had specific cases that have 
been called to my attention on the problem. That is something else 
that we are going to go into. As a matter of fact, Mr. Freas led 
himself right into it last week before the committee when he stated 
that it was the duty and responsibility of the Commission to take into 
consideration changing circumstances and so forth and then apply 
rules and regulations to meet them. It is our opinion that if the pol- 
icies are going to be changed for such reason, that that is the duty of 
Congress. I think it is a pretty serious proposition. 

Mr. Younger? 

Mr. Youncer. I have one question, Mr. Pinkney. In connection 
with the agricultural exemptions, do you feel that it would be satis- 
factory if that were changed so that any carrier would receive the ex- 
emption in hauling or transporting agricultural products? In other 
words, you would not have to file a rate or be subject to those regula- 
tions, so that all forms of transportation could compete in that way 
with the agricultural products instead of limiting the exemption to 
just one class? 

Mr. Pinkney. Mr. Younger, I believe, to give you my curbstone 
opinion on it, I believe you w ould make a bad situation worse if you 
did that. Please do not misunderstand me. Our position is in favor, 
that is, we do not oppose an agricultural exemption designed to relieve 
the farmer from the burden of regulation and designed to facilitate 
the movement of his products to the markets. We do feel, however, 
that the step—if I understand it correctly, sir—that you are advocat- 
ing, as I stated a moment ago—— 

Mr. Youncer. I did not advocate anything. I just asked you a 
question. 

Mr. Pinxyey. I beg your pardon. We feel firmly that the sugges- 
tion made by the Senate in the Senate subcommittee report is a sound 
suggestion. I refer there particularly to putting an end to further 
erosion of the agricultural exemption coverage as a result of court 
decisions primarily, and some administrative decisions. We think 
that that should be aoe and we think that such highly processed 
commodities as frozen fruits and vegetables, which are moving in bil- 
lions of pounds throughout the United States now, should be restored 
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to regulation, and I do not believe you will find any objection from the 
people who are in that business with one or two exceptions. 

Our position is we would go still further and sales 4 in certain other 
commodities, but we certainly subscribe to the soundness of the pro- 
posal found in the Senate report. 

To go back to your question, I do not believe it would make for a 
desirable situation to extend that exe mption to all carriers. 

Mr. Younecer. As a lawyer, how would you propose to discontinue 
the erosion when the erosion is by court decisions from time to time ? 
How could we prevent the courts from deciding that? 

Mr. PINKNEY, The court decisions, of course, are based upon your 
language, “not including manufactured products thereof,” of agri- 
cultural commodities. And the Supreme Court laid down that sub- 
stantial continuing identity test which carried to its logical cone lusion 
could mean that canned goods, canned peas, as well as frozen peas 
would be exempted so that all of your highly processed food produc ts 
could become nonexempt. I think it would make for a very bad situa- 
tion distributionwise and marketwise. 

The exact legislative language to be used would almost have to be 
on a commodity basis in my opinion. I find it extremely difficult to 
find general terms with which to accomplish this objection, but the 
Congress—I mean there would be no constitutional question involved, 
if the Congress were simply to state, for example, not including manu- 
factured products and not including frozen fruits and vegetables. 
The Supreme Court, having said that frozen fruits and vegetables 
are not manufactured products, you might spell it out by describing 
specific commodities. That would be one way to do it. There is no 
constitutional impediment to it. The Supreme Court has merely in- 
terpreted the language of Congress to mean a certain thing which goes 
way beyond, I feel sure, the intent of Congress at the time the agri- 
cultural exemption was placed in the act. 

Mr. Youncer. That is all, Mr. Chairman. 

The Cratrman. Do you think the bill that we have before this 
committee attempts to roll it back too far? 

Mr. Prnxney. The Interstate Commerce Commission bill provides 
for the exemption only from farm to primary markets and that ap- 
parently is a very diflicult concept to operate under. That was our 
policy up until about a year ago, and we changed it in favor of a 
policy which would stop any further erosion plus : a rollback, so-called, 
on such highly processed articles as frozen fruits and vegetables, 
powdered milk, and things of that sort. 

The Cuamman. Again, thank you, very much, for your usual fine 
and fair presentation. 

Mr. Pinkney. Thank you, sir. 

The Cuatrman. General John P. Doyle. 

General Doyle, I believe you are the executive director of the In- 
dependent Airlines Association. 

Mr. Dorie. That is correct, sir. 

The Cuamman. We will be pleased to receive your testimony and 
you may proceed, General. 
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STATEMENT OF JOHN P. DOYLE, MAJOR GENERAL, UNITED STATES 
AIR FORCE (RETIRED), EXECUTIVE DIRECTOR, INDEPENDENT 
AIRLINES ASSOCIATION 


Mr. Doyte. Mr. Chairman, as you said, I am the executive director 
of the Independent Airlines Association. This is a trade association 
and agent for 24 carriers of the Civil Aeronautics Board established 
category of supplemental airlines. I would like to add at this time 
that these are common carriers and they are wholly within the eco- 
nomic regulation of the Civil Aeronautics Board. 

Prior to retirement from the Air Force, I was 4 years as Director 
of Transportation for the United States Air Force. 

We believe there are times—and certainly this is one of those 
times—when the national interest requires legislation of this type 
to insure that America’s transport. system does not fall behind in its 
ability to serve the Nation. We believe H. R. 11527 is a well-reasoned 
effort to provide needed assistance to a large segment of the transpor- 
tation industry. That the pending bill is not an isolated proposal 
but has widespread support is demonstrated by the April 30 report 
of your Senate counterpart, which called, among other things, for 
a plan of guaranteed loans for the railroads. 

That there is precedent in the transportation field for a system of 
guaranteed loans is demonstrated by Public Law 85-307, 85th Con- 
gress, which affords such privilege to the local service airlines. We 
understand that the first guarantee under this legislation has just 
been approved by the Civil Aeronautics Board. 

If H. R. 11527, should pass the Congress and receive the President’s 
approval, as we hope it will, then our industry and the major certifi- 
cated trunkline air carriers will be the only segments of the American 
transportation system which do not receive assistance of this nature. 

The supplemental airline industry is new within the past few years. 
It is a relatively new concept in air transportation, and its intent is 
to provide custom-made airlift tailored to suit the needs of the user. 

No new transportation concept in the history of the United States 
has ever been developed without government subsidy, go back as far 
as you dare, as, for example, the railway land grants, the airmail 
arrangements, and the subsidy paid the ocean operators. 

We are not asking for subsidy. We never have. 

Our biggest problem is the modernization of our fieet, so we may 
further develop for civilian use this segment of the air transportation 
industry which has been recognized as essential by Congress, the Civil 
Aeronautics Board, and the Department of Defense. 

There are several reasons why we cannot achieve this moderniza- 
tion without guaranteed loans. The principal one is that through 
force of circumstance we have virtually “one customer”—the Depart- 
ment of Defense—and the income from this source has been declining 
in recent years. We are placing much emphasis on the development 
of civilian business, but here the obsolescence of many of our planes 
has a retarding effect. Lack of modernization also hurts us with the 
Military Air Transport Service, which abruptly cut off the use of 
commercial DC—4 equipment, forcing the cancellation of orders for 
new equipment. 

In our view modernization can best be accomplished by Govern- 
ment-guaranteed private loans, along the lines of H. R. 11527 and 
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Public Law 85-307. We feel that in the interests of nondiscrimina- 
tion as between segments of the transport industry; in the interests 
of national defense, which the Pentagon will tell you we serve well; 
and in the interests of a stronger and more capable supplemental 
industry, which Civil Aeronautics Board has found essential to the 
overall air transport structure, the supplemental air carriers should 
be included in the guaranteed loan plan. 

Modernization of our fleet can best be accomplished by a combina- 
tion of new equipment and modification of existing aircraft. Some 
of the service we provide requires aircraft of the DC—6—Constellation 
type; some require smaller aircraft seating approximately 50 or with 
a comparable cargo capacity. Since there are no new aircraft avail- 
able in this latter size range, at this time modification seems the only 
practicable solution to the problem. Our member carriers in general 
cannot finance this modernization without guaranties. We would 
hope that any guaranty provision would include modification as well 
as purchase. 

Guaranties of the type we propose would provide a ready market 
for valuable equipment of the large trunkline air carriers soon to be 
displaced by jets coming out of production, thus reducing any re- 
quirement the trunkline carriers may have, for Government assistance 
in their own modernization program and at the same time and I think 
this is important, preserving this equipment under United States flag 
ownership for inclusion in the civil reserve air fleet. 

For your consideration we have attached two alternative amend- 
ments to Public Law 85-307. One simply amends the law to include 
the supplemental air carriers in the program of guaranteed loans for 
aircraft purchase. The other—which we prefer—accomplishes the 
same thing but also broadens the act to include aircraft modernization. 

We are certain that this committee would not intentionally discrimi- 
nate against any segment of the transportation industry. Adoption 
of either proposal would provide equal treatment for all of us. We, 
therefore, urge Mr. Chairman, that you introduce and sponsor one of 
these amendments so it may receive committee consideration. We 
hope that you would then conclude that our proposal is fair and 
equitable, that it has merit equal to H. R. 11527, and should be re- 
ported favorably. 

I thank you, sir. 

The Cruarrman. Well, General Doyle, thank you very much for 
your testimony here. I might say that some consideration has been 
given to extending the provisions of Public Law 85-307 of the 85th 
Congress to other segments of the air industry. I understand that 
some thought and attention is being given to this subject in the ad- 
ministration circles. 

Mr. Doyte. Yes, sir. 

The CrarrmMan. As a matter of fact, some of them have talked to 
me about it some months ago. So you might know that there is being 
some thought given to this problem. 

Mr. Rogers, any questions ? 

Mr. Rocers. Just one. General Doyle, what in your opinion, will 
be the fate of your group or members of your group in the very near 
future unless something like this is done? 
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Mr. Doyte. I would expect that at least a half dozen, possibly more 
would join the two that have already folded up during the past year, 
sir. 

The Cuarrman. What two are those? 

Mr. Doy.e. Meteor aud World-Wide. 

The Cuarrman. Meteor. 

Mr. Dorie. And World-Wide Airlines; yes, sir. 

The Cuarrman. What is this other one that went out of business 
temporarily a few months ago ? 

Mr. Dorie. Are you speaking of Slick, sir. 

The CuarrMan. Yes. 

Mr. Doyte. That is not one of our members, but they have folded 
up operations, certainly. 

The Cazamataw. They are doing the same kind of business that you 
are in? 

Mr. Doyte. No, sir, they operate in our business under a form of 
exemption which has been granted by the Civil Aeronautics Board. 
They are primarily a group type cargo carrier operating scheduled 
cargo service. That is what they are supposed to do. 

Mr. Rocers. General Doyle, in relation to your operation now or 
the operations of members of your group, why is it that you can’t 
lure risk capital from private sources ¢ 

Mr. Doyte. Part of that goes back a good ways, Mr. Rogers. Our 
people, unfortunately, during some rather profitable years, during and 
immediately after Korea, neglected to develop the civilian side of the 
business. Rather suddenly the military business on which they de- 
pended reduced through a normal process of just not moving as many 
people as they had moved before and hard times caught up with them 
a little too fast, sir, for them to develop a new business, as a result 
their operating position is such that like so many larger activities, 
including the railroads, they are having difficulty getting this new 
capital without governmental guaranty. 

Mr. Rocers. Now, what is the difference, primarily, between the 
operations of members of your group and the Slick Airlines that the 
chairman was asking you about before ? 

Mr. Doytr. Our group is primarily established to provide charter 
service, airplane load type of operation. It is permitted to engage in 
2 limited amount of route type passenger service, particularly where 
it supplements the activities of the scheduled airlines. But it is a 
very limited authority. Slick, on the other hand, is primarily in busi- 
ness for route type cargo service, scheduled route cargo service and I 
think that is the main difference there. Now, Slick has operated in 
our field, yes, but they do not do this as a primary mission. 

Mr. Rocers. And you don’t see any opportunity in the future 
where you could anticipate getting private risk capital without some 
supporting structure like this type of legislation ? 

Mr. Doyte. No, sir, I do not. 

Mr. Rogers. That is all, Mr. Chairman. 

The CHatrman. Mr. Hale? 

Mr. Hater. No. 

The Cuarrman. Mr. Flynt ? 

Mr. Frynt. No, sir. 
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The Cuatrman. Mr. Macdonald? 

Mr. Macponatp. No, sir. 

The Cuarrman. General, thank you very much, we appreciate hav- 
ing your testimony. 

Mr. Doyte. Thank you for the opportunity, sir. 

The Cuarrman. This will enitinty the hearings on the subject at 


this time. The committee will adjourn. 
(Whereupon, at 11:58 a, m., the subcommittee was adjourned. ) 
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